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The Friden Computyper delivers 
com plete invoices at rate of 10 digits 
per second. Typist-operator enters 
only heading. quantity, unit price, ete. 
The Computyper figures extensions, 
additions. deductions and totals. 
Caleulating and recording of 
calculations are automatic. 

Inventory, cost analysis, sales 
distribution and other statistics are 
systemized similarly by the Computyper. 


® Shown above is Model C Computyper. an IDP 
Tape-Talk (common language) machine with auto- 
matic tape-punch and reader. It produces and in- 
terprets punched tape or edge-punch cards. thus 
makes possible automatic transfer of data to 


punched cards or accounting records by other IDP brings you an automatic office 
. . . - 7 
machines. Also available: model B. without tape 


©Friden Calculating Machine Co., Inc., San Leandro, California 
; — sales, instruction, service throughout U.S. and world. 
ment with your nearby F riden Man. Commercial Controls Corporation, Rochester, N. Y., Subsidiary. 


punch or reader. Set up a demonstration appoint- 
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AT THIS POINT A SERIES OF 
ELECTIVES, COVERING THE 
ADDITIONAL SUBJECTS, IS 
TO BE CHOSEN. THE MOST 
LOGICAL COMBINATIONS 
FOR SPECIFIC GOALS ARE 
SHOWN ON THIS CHART 
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A thorough foundation in Accounting Elements 
and General Accounting is acquired through com- 
pletion of the first 40 assignments. The student 


GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 
elective program covering a wide range of accounting and allied subjects. 


then selects from the electives* shown on the 
chart those leading to his immediate job- 


objective. 
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Thus the IAS elective program enables the stu- 
dent to progress directly to his specific goal. 
Then, through the Life Scholarship Privilege 
earned by each Diploma Course (90 assignments) 





*An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 


Graduate, the IAS student can broaden his 
knowledge of accounting and management 
through study of any, or all, of the other elec- 
tives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD + CHICAGO 6, ILLINOIS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 






CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 






1. To establish, coordinate and matntain 
through authorized management, an integrated 
plan in the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together 
with the necessary procedures to effectuate the 
pian. 












2. To measure performance against approved 
Operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 










4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 







5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 








6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
Loverage. 
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SEE that sock? It weighs only two 
ounces. And that’s all it takes to press 
down one key on the new Royal Elec- 
tric. It’s the softest touch in typing! 


It takes only three ounces to depress 
the carriage return key. Fact is, the new 
Royal Electric is 13 times easter to operate 
than a non-electric typewriter. 


And thereby hangs a long list of sav- 
ings you tuck away every time your 


® 
GYAL electV¢ « standard - portable + Roytype® business supplies 


How can this sock reduce 
your typing costs? 





secretary performs at the new Royal 
Electric. Because lighter work means 


faster work...more work... better-looking 


work. 

Happier secretary! Happier you, too, 
when you see the letters—crisp and clean 
with that sparkling ‘book look.” 

Why not call in your local Royal Rep- 
resentative? A little office demonstra- 
tion should provide the final convincer. 















Products of Royal McBee Corporation— World’s Largest Manufacturer of Typewriters 





EVALUATION OF VIEWS 


Editors, THE CONTROLLER: 

I would like to voice appreciation and 
enthusiasm for the article by Frederick J. 
Muth, “An Evaluation of Direct Costing,” 
published in the February 1957 issue of 
THE CONTROLLER. The acceptance and 
advantages of this method are discussed in 
a manner as to stimulate an interest or 
reinterest in this costing technique. 

The criticism which is offered herewith 
is most unusual since it seems to me that 
it is not entirely correct to say, as Mr. 
Muth has said, that direct costing is not 
applicable to certain types of industry, 
namely, “those businesses where produc- 
tion and sales vary widely with the seasons 
and those where the chief products are 
large individual units produced and sold 
on a contract basis.” 


Some time ago representatives of one 
of the country’s large can companies stated 
that they were not satisfied with their 
statement of results of operations pre- 
pared on the basis of absorption costs. The 
business was highly seasonal. This can 
company has since adopted the direct cost- 
ing technique. Our own company, where 
the chief products are large individual 
units produced and sold on a contract 
basis, changed to direct costing at the end 
of 1953, and we feel it was a beneficial 
change. Marginal income is now reflected 
in our final summary of the results of each 
contract and also in total in our financial 
statements. This figure is important to us 
in our price determination. Volume vari- 
ance no longer influences the pricing of 
our year-end inventory. Since it is unrea- 
sonable for us to expect a customer to 
pay a higher price for our product in a 
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Securities Registration Investigations 
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year of low activity, we do not feel tha | 
inventories should be increased in value qs | 
a result of a year of low activity. 

Again I wish to commend Mr. Muth op | 
his evaluation of direct costing. 


ROGER N. GIFFORD 
The Van Dorn Iron Works Company 
Cleveland, Ohio 


ITEM COSTING IN 
RETAIL MERCHANDISING 


Editors, THE CONTROLLER: 

Your report of the NRDGA recom. 
mendations on item costing, page 198 
of the April issue of THE CONTROLLER 
was extremely interesting, but it is dif. 
ficult to follow without charts. Is there 
any way in which the complete text and 
charts may be obtained ? 


GoLaw. 
New York 


Space limitations prevented us from 
carrying the full text of Robert I. Jones 


address. The complete text, with sllustra. | 


tions, has been printed in booklet form and 
may be obtained, free of charge, from Con- 
trollers’ Congress, NRDGA, 100 West 31st 
Street, New York 1,N. Y. —The Editors 


FABULOUS! 
Editors, THE CONTROLLER: 


My associates have suggested that the 
enclosed “fable” might be suitable for 
publication in the pages of THE Con- 
TROLLER. We have used this article within 
a national corporation to help drive home 
a point and feel that it may have a lesson 
for others, too. 


Puitie H. THURSTON 
Bronxville, N. Y. 


THE FABLE OF THE DIVISION 
MANAGER AND THE 
GIANT ELECTRONIC MACHINE 


Once upon a time there was a division 
manager who felt that he just had to have a 
giant electronic data-processing machine be- 
cause everyone else was getting one (as a 
major cure for many problems), and it was 
practically worth your job not to be march- 
ing on the right side of the street. But this 
division manager also knew that he could 
hire only six procedures men and could not 
afford the price of or find even one red-hot 
computer specialist. This was not enough 
procedures manpower to set up a computer 
and also do important “grass roots’ pro- 
cedures work throughout the division. He 
had problems. 

But this division manager was smarter 
than you might think. He selected a medium- 
priced machine that cost him only $200,000 
for its yearly rental; he added another 
$150,000 to put it in a beautiful air-condi- 
tioned office; and then he hired two girls. 
One was a real doll with a wonderful per- 
sonality to smile at the swarms of visitors. 
The other wore glasses and had straight hair, 
and she kept the tapes zipping back and 
forth and the lights flashing. They both were 
sworn to secrecy that the machine was doing 
no real work. (Continued on page 206) 
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ONE OF THE MANY ATTRACTIVE, modern housing units planned and built 


by the Centex Construction Company. 





op this National ‘31’’. 


i Sipe Se 


COMBINED OPERATION. Customers’ accounts, company records, and payroll are posted 
















“Our Walional System 
saves us °/,/40 a year... 


pays for itself every 11 months!” 


—Centex Construction Company, Dallas, Texas 


“In 1950 we built 300 homes, in 1955 
over 4000—with this tremendous ex- 
pansion we had to have an efficient 
accounting system!’’ writes Robert 
G. Rowe, Treasurer of the Centex 
Construction Co. ‘‘Our National 
System is all of that and more. It 
saves us over $7,740 a year! 

“We use a National ‘Class 31’ for 
all our payroll and Labor Distribu- 
tion accounting. The speed and effi- 
ciency of this arrangement has en- 
abled us to eliminate the cost of an 
outside Service Bureau, a saving of 
$335 a month, and we realize a sav- 


ings in personnel costs of $145 each 
month. 

“Our National System keeps our 
records always up-to-date and gives 
us better information in less time. 
This makes auditing easier and less 
expensive—another significant cost 
reduction. Taking all these savings 
together, our National System pays 
for itself every 11 months!” 


Gfibel Glbu-e - 


Treasurer, Centex Construction Company, Inc. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


989 OFFICES IN 94 COUNTRIES 





ROBERT G. ROWE, Treasurer of the above 
company. 


Here is an opportunity to cut costs and 
increase profits in your business operation. 
A National System will quickly pay for 
itself through savings, then continue return- 
ing these savings as extra yearly profit. 
Call your nearby National representative — 
a trained systems analyst. He’s listed in the 
yellow pages of your phone book. 
*#TRADE MARK REG. U.S. PAT. OFF. j 
4 


ACCOUNTING MACHINES 
ADDING MACHINES - CASH REGISTERS 
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Meanwhile, back in the procedures office, 
the six procedures men were told to forget 
about the machine. The division manager 
both breathed fire behind them to get hot on 
conventional procedures work and gave 
them a lot of help throughout the organiza- 
tion. In the course of three years these six 
procedures men, without regard to the 
machine: 


Installed a drawing number system to 
grow on that had fixed-field, numeric num- 
bers. 

With the engineers, worked on standard- 
ization and identification of product com- 
ponents. 

Installed an integrated system that took 
the engineers’ output and, using punched 
cards, wrote pre-costed material lists for 
cost and manufacturing and supplied the 
punched cards needed in manufacturing to 
assign stock and place orders on contributing 
sections. 

Installed pre-punched card shop vouchers. 

Installed a machine load calculation for 
the machine shop using conventional punched 
card equipment. 

Installed a “same day’ renewal parts 
warehouse system and improved the ware- 
house stock control picture. 


The same division manager proposed that 
several divisions pool resources to develop 
systems for electronic data-processing ma- 
chines. He even offered, with a straight face, 
to make room on his $200,000 machine to do 
development work in electronic procedures. 
But he quickly shut up when the other divi- 
sion managers said, “We aren't at the de- 
velopment stage. Just year after next we're 
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going to be fully integrated on a Seven-O- 
en’: 

And these same other division managers 
sent most of their procedures men to elec- 
tronic business machine schools and then had 
them work with Operations Research men in 
windowless rooms. Their remaining pro- 
cedures men were fully occupied with forms 
control, furniture standardization, and of- 
fice service duties. 


x %* * 


Of course, a fable is just a story, and you 
can read nothing or anything into it you 
wish. We do know that gross exaggeration 
has been used for effect; that the division 
manager doesn’t exist, and unfortunately, 
neither does the real doll with the wonderful 
personality. 

But for those of you who care to read on, 
these are the specific judgments of the 
author. 

* & 


The large electronic machines offer us: 
Much faster computing speeds; faster data 
handling within the machine system; greatly 
increased storage within the machine system 
(including drums, disks, and tapes ) ; and abil- 
ity to progress through many data-processing 
steps without human intervention. These 
new machines can be economically employed 
only when one or a combination of these 
elements is a limiting condition in the appli- 
cation of lower-capacity equipment. 

But in fact, the important limiting condi- 
tion at present to vastly improved data han- 
dling is in the design and installation of 
conventional procedures. If you can’t afford 
a strong procedures force working on con- 





in edna Taeerrreeee.. 8 


ventional procedures problems, then you 
certainly can’t afford a big expenditure op 
faster and bigger data handling within q 
machine system. 

Any company should measure its progress 
toward the use of electronic business ma. 
chines, not in terms of the number of ma. 
chines on order, but in terms of trained per. 
sonnel and in terms of development work to 
design electronic procedures for its own 
business. The electronic procedures develop. 
ment work should resemble laboratory work. 
Many false starts are to be expected; and the 
laboratory output should be tested within 
reason before it is placed in production. 

Those of us who write this way don’t op. 
pose electronic machines. We are saying that 
the key to our problems—the place where 
most of our money should be spent—usually 
lies elsewhere. 


UH-HUH 


Editors, THE CONTROLLER: 


In the April issue of THE CONTROLLER 
I read the announcement of the retirement 
of J. C. Anderson as comptroller of 
Standard Oil Company (New Jersey). 
The same day I noticed in the syndicated 
column of H. I. Phillips the following 
item which I thought you might like to 
mention in your Correspondence page: 


. . . James C. Anderson is retiring after 
being with Standard Oil of New Jersey 
for 50 years. . . . (That’s a long time to 
go without changing your oil.) 


FA. 





American Appraisals 
speed up 
loss adjustment 


The adjuster knows that figures in an 
American Appraisal report are fair to 
all concerned, because they are always 
based on detailed evidence and ex- 
perienced judgment. 


The 
AMERICAN 


APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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Prosperity’s Prophets . . . and Profits 


Some three decades ago, there were heard throughout the 
land the voices of the soothsayers assuring us that economic 
panics and depressions of a major order were things of the 
past. Then came the historic events of late 1929—and the 
“years of the locust” through most of the decade of the 30's. 

As we entered 1957, the economic pronouncements and 
forecasts all shared a high degree of optimism. Can we as- 
sume that serious reactions are forever behind us? In this 
issue, we Carry a stimulating review of the past decade’s 
economic trend and a forecast of what can be anticipated 
during the remainder of the 50’s. The views of the author, 
Roland A. Erickson, deserve careful consideration by cor- 
porate controllers and financial officers. As Mr. Erickson 
says: 

“The American businessman has advanced a long way 
during the past ten years in understanding how his indi- 
vidual decisions affect the business cycle. The real test, 
however, is ahead of us. . . . Can the very dynamic capital 
goods cycle be maintained at.a high plateau without having 
it peak Sut in a classical economic adjustment pattern?” 

His views add pertinence to recent observations by 
George W. Coleman, economist for the Mercantile Trust 
Company of St. Louis, who pointed out that despite today’s 
high level of economic activity ‘there are indications that 
profit margins are declining. 

“Money rates, though low by historical standards, are 
high in terms of experience over the last two decades,’’ he 
said. “There are only a few depressed industries, although 
agriculture is in a depressed state.” 

Corporate profits, he said, in the third quarter of 1956 
were estimated at an annual rate of $40 billion—$20 billion 
less than in the second quarter and $3.5 billion under the 
third quarter of 1955. 

“It would appear that the next year will be characterized 
by a loss of momentum in the economic factors that have 
been expanding, and the contradictory forces will slowly 
exert greater influence,” he said. 


Accounting for Shakespeare 

Was Shakespeare a principal forerunner of the modern 
accountant? Although some have thought that the immortal 
bard was a lawyer named Francis Bacon, there is internal 
evidence strongly suggesting that Shakespeare was an ac- 
countant. This point was pleasantly advocated by Derek 
Lukin Johnston, a Canadian Chartered Accountant, who first 





presented it on a radio talk over the Canadian Broadcasting 
Company in the fall of 1954. It was subsequently published 
in The Canadian Chartered Accountant and has finally 
reached our editorial sanctum—somewhat belated but most 
welcome! 

And now, to the “evidence” as developed by Mr. John- 
ston, who observed that the most casual reading of Shake- 
speare’s works show them to “abound with references to 
audits, accounts and taxation.’’ For example: 


From Hamlet—‘‘And how his audit stands who knows 
save heaven?” 
From Othello—''To vouch this, is no proof 
Without more wider and more overt test.”’ 


From Much Ado About Nothing—“You tax Signior 
Benedick too much,”’ which is, in Mr. Johnston's view, ‘‘an 
obvious literary sequel to the author’s appearance, on behalf 
of a client, before an Elizabethan income tax appeal board!” 

Mr. Johnston presents an interesting case in the course 
of his observations which space limitation prevents us from 
quoting in full. He concludes with these lines: 

‘My case for Shakespeare the accountant rests, and I 
submit it confidently to the audience in the words of Flavius, 
the steward, to his master Timon of Athens, in Act II, 


“If you suspect my husbandry of falsehood, 
Call me before the exactest auditors 
And set me on the proof.” 


Rights Raise Funds 

More than $2 billion were raised by companies listed on 
the New York Stock Exchange in the past two years by of- 
fering common stockholders rights to buy additional shares. 
The official magazine published by the New York Stock Ex- 
change recently reported that during the two-year period, 
“Big Board’ companies had offered their stockholders rights 
to purchase nearly 50 million additional shares: In 1956 
alone, it was noted, 41 listed corporations raised $1.1 billion 
by offering common stockholders rights to buy some 24 
million additional shares. 

In the two years the companies that ‘raised the largest 
sums were: American Telephone & Telegraph Co., $560 
million; Pacific Telephone & Telegraph Co., $156 million; 
Sperry Rand Corp., $52.7 million; North American Avia- 
tion Corp., $43.5 million, and Pacific Gas & Electric Co., 
$36.6 million. 


“Compt” vs “Cont”—Again 

Some time having passed since we last discussed the sub- 
ject of spelling in this column, we were pleased to note in 
the newly published ‘Dictionary of American-English 
Usage” (Oxford University Press, New York) that the 
“true gospel” is upheld as follows: 

“COMPTROLLER, CONT-. Both pronounced k6ntrdl” er. 
The first spelling is erroneous, being due to false association 
with count (Fr. conter from L. computare), but is retained 
in certain official titles.” —PAUL HAASE 
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UNIVAC® FILE-COMPUTER 


Great electronics news for all profit- 
minded businessmen! Those who have 
witnessed the stellar performance of the 
Univac File-Computer know how it 
handles billing, inventory, and sales 
analysis as a single operation. They know, too, 
how this REMINGTON RAND® computer brings 
a greater degree of automation to business rou- 
tines than has ever before been possible. For the 
Univac File-Computer introduces two great in- 
novations to the field of business data-processing: 


1—Random Access. Hundreds of thousands of 
business facts are directly accessible . .. can be 
processed faster than by any comparable system. 
No sorting or collating necessary. 


FOR BUSINESS! 


2—One-Shot Paperwork. The File- 

Computer can process several problems 

simultaneously. As a result, many of 

your most difficult management control 

problems are solved as automatic by- 
products of your routine accounting. 

Learn how the UNIvAc File-Computer can 
up-date your business recordkeeping to bring 
greater speed and efficiency to every phase of 
your operations. Call your local Remington 
Rand office or write for TM1090: Room 1521, 
315 Fourth Avenue, New York 10, N.Y. 


Memington. Fland. Univac. 


DIVISION OF SPERRY RAND CORPORATION 


Makers of: Univac | « Univac II « Univac Scientific « Univac File-Computer + Univac 60 « Univac 120 « Univac High-Speed Printer 
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A Look Ahead 


Roland A. Erickson 


RULY IT MAY BE SAID that, in terms of 

fundamentals, there has been created a 
new look everywhere in this country dur- 
ing the “dynamic fifties.” A purely statis- 
tical review of what is expected in 1957 
is not in order because we were all liter- 
ally deluged with expert opinion on ‘what 
next year will bring.” Actually, my con- 
tribution will be in the area of analyzing 
what has happened in America in the past 
in order to better understand what the 
probabilities are not only in 1957 but also 
during the balance of the decade. 

More and more American corporations 
and their controllers are working on long- 
tem programs of personnel planning, 
capital expenditure scheduling, and fi- 
nancing. Hence, it is in the area of the 
longer look that we have our major prob- 
lems. I shall emphasize the basic impor- 
tance of recognizing fully both the limits 
of plant expansion and new equipment 
buying that the American economy can 
afford as well as the major significance of 
the peaking out of a capital goods cycle. I 
know of no professional group which is 
better prepared or more strategically situ- 
ated within a company than controllers to 
exercise real statesmanship both for the 
good of the economy and their own com- 
panies. Four years ago I made a plea* for 
improved cost and budget consciousness 
throughout American industry; now I 
make a plea for better understanding of 
the benefits to be derived from controlling 
the capital goods budgets in your own 
companies so as to help avoid serious cor- 
rection periods in the future. 

Today we can report an economy op- 
crating within 6% of theoretical capacity 
in terms of physical output as measured 
by the Federal Reserve Board Index of In- 
dustrial Production, following the biggest 
production year in our history. (Capacity 
is probably 154 on the Index—February 


* Before the Boston Control of Controllers 
Institute of America and adapted for publica- 
tion in the February 1953 issue of THE CON- 
TROLLER under the title of ‘In ’53: Controllers 
Have a Job to Do!” 





1957 was 146.) An economy which, dur- 
ing 1956 averaged 143 on this Index in 
spite of an approximate 25% decline in 
automobile production and a 17% decline 
in housing starts. (Chart I.) Never before 
in modern American history has our na- 
tion been able to absorb a major adjust- 
ment in the all-important automotive in- 
dustry without its resulting in a chain 
reaction leading at least to an 18-month 
recession. For the first time in our history, 
the body economic was able to have a 
head cold without its leading to pneu- 
monia. 

How can we explain this unusual eco- 
nomic phenomenon? 

Basically, it can be credited to the rising 
cycle of capital goods expenditures during 
1956 with all its concomitant stimulating 
influences. 


WHAT IS THE PROBLEM? 

The year 1957 has been variously fore- 
casted, in terms of the Federal Reserve 
Board Index of Industrial Production, 
from an increase of 5% to a slight drop 
of 5% compared with 1956. It is obvious 
that the most optimistic expectations in 
terms of physical output for the year must 
be limited to about an 8% increase simply 
because of the physical limits of plant 
capacity and available workers. Therein 


ROLAND A. ERICKSON was an instructor in economics for 
two years at Tufts College before joining Norton Company, 
Worcester, Mass., where he served as economist and con- 
sulting economist for 10 years. He joined Guaranty Bank 
& Trust Company, also in Worcester, as vice president in 
1941, became vice president and treasurer in 1945 and 
president in 1947. He is a member of the American Economic 
Association, the American Institute of Management, and 
past president of the Massachusetts Bankers Association. 


THE CONTROLLER.............. 


An analysis of the basic reasons 
tor the “dynamic fifties” 


lies our problem. (This statement, of 
course, assumes a nonwar economy and 
maintenance of the usual 40-hour week.) 

Can an economy roll along at full em- 
ployment and peak utilization of plant 
capacity for several years without generat- 
ing dangerous inflationary forces and spec- 
ulative fevers that will eventually lead to 
a major recession? 

Will future adjustments be as mild as 
the ones experienced in 1949 and 1954? 

Can there be a major adjustment within 
two basic industries such as occurred in 
1956 without leading to a chain reaction? 

Will such an adjustment be made in 
1957? 

More important than a specific predic- 
tion of over-all business for this year is to 
recognize the ingredients of today’s boom 
and to understand their full implications. 


PERIOD—1946 TO 1952 

In 1946, there was no question but 
what business was entering a five-to-six- 
year long-term volume build-up based on 
the following forces: 


1. A pent-up consumer and industrial 
demand created by wartime scarcities and 
accumulated purchasing power. 

2. The emergence of the United States 
as a world power—always a stimulating 





2 ia aia nae pal ele ea MAY 1957 





211 














force for a generation or two for the 
country involved. 

3. The high rate of family and house- 
hold formation. 

4. The over-all scientific and psycho- 
logical stimulation that was generated by 
World War II and the increasing produc- 
tivity per man-hour that followed. 


With basic forces of this type, the long- 
term trend was so strong that any inter- 
ruptions would be of very short duration, 
and then only due to any temporarily ex- 





CHART | 








cessive inventory accumulation or con- 
sumer indigestion. Such a situation oc- 
curred in 1949 and was very mild. 
(—7%.) (Chart I.) 

The Korean War in 1950 brought an- 
other demand for war goods. More basi- 
cally it forced the United States into 
accepting the fact that it was now a world 
power and it had to assume the “policing 
role” formerly discharged by Great Brit- 
ain. This meant the acceptance of a large 
military budget for the indefinite future 
($40 billion a year currently). 
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THE DYNAMIC FIFTIES 

The termination of the Korean hosti. 
ities led to the period of 1952-1956 which 
has been so dynamic that it has given rise 
to the term “the dynamic fifties.” Dy. 
namic because it has been characterized by 


a dramatic ever-rising expansion program | 


of American industry for new plant and 
equipment and there is nothing mote dy. 
namic in an economic society than the ex. 
penditure of funds for that purpose, 
(Chart 1I—Steady rise from 1946 of $15 
billion to $35 billion in 1956.) 

Why have we had this expansion pro. 
gram? 

Basically, there are four factors: 


1. The continued stimulation of being 
a world power plus the recognition of 
what the long-term high military budget 
means. 

2. In the period 1946-1950, a few lead. 
ing companies showed what happened 
when their managements were bold and 
imaginative in the areas both of research 
spending and capital spending. The ex. 
ample of these leaders fired the imagina- 
tion of industrial and commercial states. 
men the country over into a widespread 
adoption of substantially increased te. 
search programs and the replacement and 
expansion of plant and equipment. 

3. This development was further ac- 
celerated because there was something 
about the Eisenhower Administration that 
inspired the business leaders of this coun- 
try with the desire to accomplish great 
things and to have the confidence that 
new plants and new equipment would be 
a dividend-paying investment. In other 
words, a spirit of initiative in private en- 
terprise was reborn and, although it 1s 
hard to measure, that rebirth has been one 
of the very fundamental forces behind 
the industrial expansion. 

4. A continued high rate of family 
formation combined with a rapidly rising 
disposable income and consumer debt as- 
sured a strong market for consumer goods. 
(Chart III.) 


(Total consumer debt $22.6 billion in 
1951; today—$41.9 billion.) 

(Total disposable income $226.1 bil- 
lion in 1951; today—$286.7 billion.) 


THE YEAR 1956 

Let us examine some of the foregoing 
fundamentals at the present time. The 
1956 boom was sustained by a $6.5 bil- 
lion increase in inventories. Far more sig- 
nificant, however, has been the capital 
goods expansion that climbed throughout 
the year and reached in the fourth quat- 
ter the heretofore unheard of annual rate 
of over $38 billion. This is $13 billion 
over the first quarter of 1955 or slightly 
more than a 50% increase. 

Just how much is this $38 billion? 

It is more than twice the dollar value 
of the total output of our giant automo 
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tive industry in a peak year. It just about 
equals the total national budget for de- 
fense during 1956. Just think of it. Pri- 
vate investors in this country, through 
their corporate managements, have been 
spending for new plant and equipment 
amounts that exceed by 100% the value 
of seven and one half million to eight 
million cars and trucks. And then let us 
not forget the observation made earlier 
that dollars spent by private enterprise for 
new plant and equipment are extremely 
dynamic dollars. It can be said that these 
dollars affect the economy in a geometric 
way as contrasted to an arithmetic way for 
the consumer dollar. Therein, however, 
lies the potential problem for the imme- 
diate future. 


Will this rate of expenditure for new 
plant and equipment continue in 1957? 


Will inventories continue to rise, hold 
steady, or decline? 


What about the basic effect of family 
and household formations? 


After ten years of continuous boom, 
how are pro fit margins faring? 

For the first time since World War II, 
the business outlook is being affected by a 
combination of conditions that is much 
more basic than have heretofore faced the 
American businessman. It is no longer 
just a question of temporary consumer in- 
digestion or building of inventory. There 
are some basic factors at work that have 
to be evaluated. 


ARE WE HEADING INTO TROUBLE? 
The capital goods expansion is being 
questioned today on two fronts: 


1. Are we expanding too fast in terms 
of the ability of the economy to provide 
funds? If so, will it lead to an inflation 
that will feed on itself and then dramat- 
ically collapse? 

2. Is the expansion exceeding the needs 
of the nation? If so, will it generate an 
excess capacity problem with all the con- 
comitant disagreeableness of competitive 
price cutting, inventory build-ups, and 
slashing of expansion programs? 


_If the capital goods expansion is exces- 
sive, the necessary corrective measures will 

more severe than the minor adjust- 
ments for the 1949 and 1954 inventory 
situations. To the same extent that capital 
goods spending has a multiplier effect on 
the tise, it has a similar impact in reverse 
during the decline. When a capital goods 
cycle peaks out, it tends to have serious 
economic consequences. 

There were indications that the rate of 
capital goods expansion in 1956 was be- 
coming excessive in terms of available 
savings, and that underlies the decision of 
the Federal Reserve Board to permit the 
natural forces of demand and supply for 
funds to bid up the rates of money. Let 
us not forget that the present so-called 
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tight money market has not been created 
by either the banks or the Federal Re- 
serve Board. Tight money is a reflection 
of market forces when demand for funds 
exceeds their availability. The Federal Re- 
serve Board is simply permitting market 
forces to establish the so-called selling 
price of money. 

I believe that they have been 100% 
right in their decisions. After all, we 
were operating within 6% of our theo- 
retical capacity and we had reduced un- 
employment to a residual amount of about 
two million. If the Board had moved to 
artificially expand credit, it would have 
simply provided the dollars to bid up the 
price of a fixed supply of commodities 
without in any way increasing the total 
products available for either industry or 
the consumer. This would have led to a 
spiralling price inflation which would 
have created a speculative, unhealthy 
churning around of bidders for a limited 
supply of goods. This danger is not yet 
behind us although it seems to be under 
good control. 

Fundamentally, to avoid inflation, we 
cannot spend in physical terms more than 
we create or have accumulated in the form 
of real savings! Money in circulation by 
itself is not wealth—it is its purchasing 
power that is important. 

I hope you will forgive a banker if he 
takes just a moment to very frankly put 
in a plug on this question of the money 
market. The cost of money is basically 
related to the rediscount rate established 
by the 12 Federal Reserve Banks in the 
nation. The rediscount rate today is 3%. 


THE CONTROLLER. .............. 








That is the price the banks pay if they 
temporarily borrow at the Federal Reserve 
Bank, and most large money center banks 
have been borrowing quite regularly dur- 
ing this year. 

The minimum rate in the American 
money market was 3% until the adoption 
of the Keynesian depression philosophy 
of 1933. From 1913 to 1933, the redis- 
count rate, which sets the money rate pat- 
tern, fluctuated between 3% and 7%. It 
was only by complete control exercised on 
a national level and maintained there by 
the exigencies of World War II that the 
rediscount rate got down to the low figure 
of one half of 1%. The policy is partly 
responsible for the postwar inflation and 
has had a direct effect on the inadequate 
accumulation of savings available for in- 
vestment. 

Let’s face it! The rediscount rate today 
is the lowest price that was in effect dur- 
ing the 1913 to 1933 period. The redis- 
count rate in England today is 5% com- 
pared to our 3%. Actually, the present 
3% rediscount rate viewed historically is 
not a high rate but an average one. 

Let us explore for a minute the second 
possible problem related to this capital 
goods expansion: 

Are we facing excessive capacity? 

Certainly if one listens to spokesmen 
for the paper, gypsum, or aluminum in- 
dustries, he gets an impression that there 
will be overcapacity in the coming few 
years. On the other hand, those very same 
spokesmen for their own companies, are 
planning and executing basic expansion 
moves for their own capacities. 
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Do they really believe that there is ex- 
cessive capacity, or are their statements 
made to scare off competitors’ expansion? 

In other industries, such as steel, there 
is still talk of shortages. Probably the most 
dramatic statement in this direction was 
the forecast by Charles L. Huston, Jr., 
president of Lukens Steel, that there will 
be a shortage of heavy steel plate for five 
years. In the steel industry during Octo- 
ber and November 1956 plans were filed 





with the Office of Defense Mobilization 
providing for expansion projects of $1.3 
billion. According to Steel magazine, in 
the period 1956 to 1960, there will be 
added 23.6 million tons of capacity cost- 
ing $6.3 billion. This is an increase in 
physical capacity of about 20%. (Chart 
IV.) 

A firm such as Caterpiller Tractor is 
planning to spend $190 million in the 
next three years for new plant and equip- 
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ment, which is an amount that just equals 
the gross cost of present plant and equip. 
ment on their books today. The officials 
of the American Telephone and Tele. 
graph Company have announced that the 
over-all Bell System will spend $2.5 bil. 
lion for new plant and equipment in 
197. 

In as mature an industry as the auto. 
motive field, new analyses seem to suggest 
much higher levels of expected output in 
the next five to ten years than had been 


previously assumed. (Chart V.) There | 


was a very penetrating analysis of this in- 
dustry in the November 1956 issue of 
Fortune. Among other things, it pointed 
out that: 


1. In terms of obsolescence and scrap- 
ping alone, there will be needed an aver- 
age of four and one-half million new 
cars a year during the next four years and 
that in 1961, scrapping will consume five 
million cars annually. 

2. The number of people who have 
bought cars for the first time in the past 
four years has reached the abnormally 
high figure of 10.3 million. Just think of 
it. Ten and three-tenths million people 
who never owned a car before are now 
going to be potential buyers of new models, 

3. In the three years 1953 to 1956, the 
proportion of spending units owning two 
cars rose from 5% to 9%, an 80% rate 
of gain. 

4. Fortune concluded that 1957 would 
see a car-year of from six and one-half 
million to seven million cars, an increase 
of 10% to 16% over 1956, and more im- 
portantly, that in the four-year period 
1957 to 1961, auto sales will average 
seven million cars. If we are going to 
average seven million cars, there must be 
eight million car-years. 


During the 1956 elections on a state 
and local level, the voters cast their ballots 
for projects that will cost $2 billion to 
complete. The $50 billion federal road 
building program is, of course, under way 
and has years to run. The present situa- 
tion in the Middle East certainly militates 
against any decrease in defense budgets, 
although the tense international situation 
may be slowing up some expansion pro- 
grams of American industry. 

If we are getting excessive capacity in 
some industries, apparently we are not 
going to scuttle our programs because of a 
fear of too much capacity at least during 
the year 1957. A joint report by the De- 
partment of Commerce and the Securities 
and Exchange Commission published in 
March 1957 predicts that capital spending 
in the current year will be the highest ever 
recorded at $37.3 billion, an increase of 
6.5% over 1956. Adjusting this figure 
for price increase, it probably means an 
over-all expenditure about equal to 1956. 
In some areas emphasis is being placed 
on the fact that the rate of gain is slowing 
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down. I think that this is a healthy de- 
velopment rather than one to be inter- 
preted as an adverse influence. 

Another major influence underwriting 
our dynamic fifties has been the continued 
high rate of family and household forma- 
tions. Statistically, the forecasters are not 
on as solid ground as they would like to 
be when they discuss this subject. The 
best available figures are estimates of the 
United States Census Bureau. These sug- 
gest that the rate of family formation is 
showing signs of declining and may con- 
tinue to decline until about 1960. The 
Bureau estimates that the range for the 
next few years will be about 525,000 to 
775,000 new units annually. In 1955, the 
average rate was about 850,000 and at the 
turn of the decade it reached the high 
figure of one and one-half million new 
household units a year. The estimated new 
figure, therefore, is one half of a recent 
peak year and is beginning to approach 
the rate that was prevalent in the 1930's. 
We cannot, therefore, expect any stimulat- 
ing influence from this source until the 
early 1960's. 

Consumer debt behaved very well in 
1956. Payouts slightly exceeded new loan 
replacements and, in addition, the rate of 
saving rose throughout the nation. 

Unless a war or inflation scare triggers a 
demand for more inventory, I would not 
expect any plus influence from this source 
in 1957, and at worst, a decline of $3 
billion. 


CONCLUSIONS 

In spite of tight money, relatively high 
inventories, some profit squeeze, and the 
possible threat of overexpansion, there are 
no positive signs of an important decline 
yet visible. The foregoing potential nega- 
tive factors at the moment seem to be 
more than offset by the tempo of the many 
capital goods projects now under way, the 
tising expenditures by federal, state, and 
local governments, a rising automotive 
market, improving farm income, the na- 
tionwide higher wage rates now in effect, 
and over-all price trends. In addition, and 
probably most basic, is the fact that there 
is little speculative froth yet present of 
the nature of the 1929 se in either 
the real estate market or the stock market. 
In fact, about the only area in which there 
might be overindulgence is in the field of 
new plant and equipment, but we have 
already explored this situation and it does 
not seem as though it will collapse this 
year. 

The capital goods cycle, however, has 
teached a phase where real business states- 
manship must be exercised. Under present 
conditions, the nation cannot afford to 
spend more than $40 billion to $42 bil- 
lion annually for new plant and equip- 
ment (at 1956 prices). This means that if 
steel and related industries must expand 





FIVE PER CENT OF INCOME DOLLAR SAVED LAST YEAR 

Americans added more than $14 billion to their savings 
last year, according to the Federal Home Loan Bank Board. 
This brought the total at the year end to $249 billion. Sav- 
ings, according to the Board, are defined as those savings 
that do not fluctuate in value and that are easily redeemed: 
these include savings accounts, holdings of government sav- 
ings bonds and life insurance reserves. After taxes, the av- 
erage American put almost five cents of every income dollar 
into these types of savings in 1956. In total, his readily ob- 
tainable savings amounted to about ten month§’ take-home 


pay at the 1956 record level. 





because of pronounced shortages in de- 
fense materials, there must be offsetting 
decreases somewhere else in the economy 
—either in the other capital goods areas 
or by the consumer. Under a free economy 
(and that is the best economy in spite of 
its shortcomings) the decisions must be 
made in the market place, but controllers 
can do yeoman service by scheduling their 
own programs with the needs of the na- 
tion in mind. 

We should realize that the present capi- 
tal goods expansion could lead to a let- 
down of more serious proportions than 
anything we have had since World War 
II. If, for example, our capital goods ex- 
pansion program goes too far and too fast 
so that it sets in motion the fear of excess 
capacity, this, together with a $6.5 billion 
increase in inventories that has occurred 
in the past months along with the profit 
squeeze that is showing up, and the de- 
cline in new household formation, we 
would then have a brew, economically 
speaking, that would call for quite a cor- 
rection in the economic life of this coun- 
try. This possible combination of eco- 
nomic conditions is something that we 
should be conscious of and watching. I 
would still be basically optimistic, how- 
ever, for the long pull and would look 
upon such correction as a temporary but 
important one. 

The American businessman has ad- 
vanced a long way during the past ten 
years in understanding how his individual 
decisions affect the business cycle. The 
real test, however, is ahead of us. We 
cannot assume that serious reactions are a 
thing of the past. 

Can the very dynamic capital goods 
cycle be maintained at a high plateau 
without having it peak out in a classical 
economic adjustment pattern? 

It must be prevented from rising too 
fast and going too far if a sharp dip is to 


be avoided. If enough businessmen recog- 
nize this problem, there is hope that a ba- 
sic peaking out of the cycle can be avoided. 
During the past three months, General 
Electric and others have postponed some 
portions of their expansion program. Al- 
though this may reflect management cau- 
tion, it will help to prevent overdoing the 
capital goods cycle and may permit a roll- 
ing adjustment at a high plateau, thus 
preventing the danger of a more serious 
reaction. 

May I again re-emphasize what I stated 
earlier that “the present so-called tight 
money market has not been created by 
either the banks or the Federal Reserve 
Board. Tight money is a reflection of mar- 
ket forces when demand for funds ex- 
ceeds their availability.” 

In planning a long-term program it 
must be borne in mind that an adjustment 
or a breather could occur between now 
and 1960. Unless we exercise prudent 
judgment in our capital goods expendi- 
tures, it could be more serious than any- 
thing we have heretofore encountered in 
the postwar period. In no event, however, 
will it be as serious as the 1929-1932 col- 
lapse. This probability, however, does 
not, in my opinion, justify postponing any 
expansion or rebuilding project if those 
plans are economically sound in their gen- 
esis. For the long pull, I am optimistic. 
On the other hand, I think that it is time 
for management to be planning capital 
goods expansion so that there are alterna- 
tive plans ready to be implemented either 
as to their rate of execution or as to their 
financing in the event that a capital goods 
recession develops. 

Controllers can and should do more 
than any other one corporate officer to 
keep froth from developing in our eco- 
nomic structure at times of boom and to 
have faith in the long-term future when 
storms do develop. 
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Statistical Techniques 
for Financial Planning 
and Forecasting 


Dr. Andrew Vazsonyi 


MONTH SELDOM GOES BY without a conference being held 
A somewhere in this country in which businessmen are ex- 
posed to some new scientific method of business management. 
Similarly, business periodicals contain a continuous stream of 
articles on operations research, linear programming, statistical 
decision theory, or the use of giant electronic computers. Many 
of these conferences and articles are aimed at scientists, not busi- 
nessmen. Consequently, businessmen often find it difficult to 
understand the theories advanced by the authors or speakers. It 
is not surprising, therefore, that a certain amount of skepticism 
and even apprehension is developing on the part of some busi- 
nessmen when exposed to these new scientific methods. The fact 
that many of the theories are full of mathematics and statistics 
makes it even more difficult. 

The purpose of this paper is to present, in simple language, a 
new method that has been found useful in financial planning. 
In particular, we are going to describe a statistical method of ac- 
counting which can save a great deal of clerical work, and which 
can significantly increase visibility in managerial planning. 

Let us recognize that accountants face a dilemma when prepar- 
ing budgets and forecasts. We are accustomed to considering ac- 
counting as a very exact sort of procedure which deals with dol- 
lars and cents. However, in forecasting or budgeting, one deals 
with uncertainties and the accountant is asked to build a structure 
of dollar figures based on these uncertainties. From uncertain 
forecasts, exact accounting calculations for revenues, expenses, 
profits, etc., are carried out to the last dollar and cent. This is 
generally accomplished through the expense of a great deal of 
clerical effort. 

In spite of the fact that it is tacitly understood that these fore- 
casts do not have accuracies down to the last penny, traditional 
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accounting is not capable of providing short cuts just because 
high accuracy is not possible. The method we shall describe in 
this paper takes full advantage of the inherent inaccuracies con- 
tained in forecasts. For instance, the relationships between direct 
and indirect expenses are developed as statistical relationships 
which are inherently inexact. As it will be seen, capitalizing on 
the fact that there are always inaccuracies in forecasting, one can 
obtain significant simplifications in budgeting and forecasting 
procedures. 

In order to present this material, we could follow two alterna- 
tive approaches. One would be to describe in detail an actual ap- 
plication (how the method is being used), and show specific 
benefits obtained. The advantage of this kind of approach 1s that 
it can be very realistic. The disadvantage, however, is that it is 
difficult to disengage the details from the fundamentals and, con- 
sequently, it is hard to present basic principles. An alternate ap- 
proach—and this is the one we will follow—is to present the 
forecasting method through illustrative examples of hypothetical 
business firms. We shall begin by describing our forecasting 
technique in a very simple form of organization and then move 
on to more complicated situations. Through the discussion of an 
idealized business, the basic principles can be clearly described 
and subsequently applied to more realistic situations. 

Accepting this method of presentation, we will describe budg- 
eting and forecasting in the Alpha Corporation which is a very 
simple sort of corporation, indeed. Then we will discuss the Beta 
Corporation which is somewhat more complicated and, finally, 
we will describe forecasting in the hypothetical Gamma Corpora- 
tion. At the end of the paper we will relate the principles of this 
budgeting and forecasting system to a real-life business situation. 

(Continued on page 218) 
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(Continued from page 216) ‘a are no inventories in the Alpha Corporation, it does not need to | labo 
Bos 3 worry about inventory carrying costs or obsolescence. As there | resei 
g 3 = | is no substantial equipment here, there is no need to study in. § to d 
Table 1 ——j——_1 vestments, depreciation, capital gains, and many other things, data 
Cost ea faaed Grae! eas In a real-life situation, of course, most of these questions and } regt 
sdiidaek war. |24,000| 19,000 79% many others would have to be answered. However, as previously dire 
ee Se ee eee stated, we are dealing with a highly idealized type of corporation T 
for wune | 20900 | 17,000] e5% and we are interested only, for the moment, in answering cer. | time 
the ee ee tain specific questions. to st 
Al h SEPT. 28,000 19,000 68% that 
ee DECREASE OF OVERHEAD = 
Corporation ec |22,000| 19,000] 06% First of all, we want to forecast the gross profit, assuming that W | 
there are alternate forecasts for the level of business. An analysis - 
of past data in Table 1 indicates that “the overhead” decreases as 
the level of business increases. In order to forecast costs and 
BUDGETING AND FORECASTING IN THE profits, it is necessary to put this decrease of overhead into some | 
ALPHA CORPORATION sort of simple rule. oh 
The Alpha Corporation bills its customers at a flat rate pet FIGURE i—Indirect expenses in the Alpha Corporation 
dollar of “direct” labor. The customer sets up rules as to what ee half 
labor can be considered “direct,” or “indirect.” For instance, $24 
clerical people or supervisors are not considered as direct labor. $60 
Also, it is recognized that some of the employes of the Alpha | ae 3 
Corporation work on many different contracts, and it is impracti- | a. : | our 
cal to keep track of their time every minute. Consequently, the ,* a sah pita =a Jann 
corporation follows the rule that only labor performed in excess 3 Ho 
of half a day is recorded against a contract, and the rest of the $14 
labor is accounted for as indirect labor. (The important thing is $16 
that there are defin:te rules in deciding whether or not a man is > of 4 
considered a direct or an indirect charge.) In a more general § | rept 
sense, we could say that the corporation incurs certain expenses 2°) ( Sree, ie | fore 
that can be directly charged to the customer’s order—and then ul | | futu 
some other expenses that are not chargeable directly. To be more; | | tion 
specific, in Table 1 we show an illustrative record for the year of | 1. I 
1955. This table shows a monthly record of direct labor in dol- | | info 
lars and, also, it shows indirect expense. Ee | actu 
The management of the Alpha Corporation is relying on these . 1 ia ie ° tion 
data in developing forecasts for the future course of business. thes 
The Marketing Research Department predicts the level of busi- Now, here is a place where mathematics may be useful. Figure cast 
ness for the Alpha Corporation, and the management wants to 1 presents a chart in which the horizontal axis is the direct labor 
have a multitude of questions answered. Management would in thousands of dollars taken from Table 1, and the vertical axis TOl 
like to predict gross profits, and to know what the profit would is the indirect labor in thousands of dollars. Each little cross in 7 
be, depending on alternate possible billing rates. It would like Figure 1 represents the accounting data from Table 1 for a single the 
to know what the profit is going to be after taxes. It would like month. For instance, point A represents the month of January, por 
to know what dividends it can pay to stockholders. As there as during this month direct labor was set up $24,000 and indirect pen 
a EXPLANATION OF PRINCIPAL SYMBOLS sisississssssncnsnssnmnnemmmnmeess aos 
We 
a,b factors in regression equation (12) E, general and administrative expenses for Gamma f *?' 
a,b, factors in regression equation (35) Corporation mm 
ao, be factors in regression equation (36) a . : 
thes i Rn ] ; : f ¢ t factors in Equation (49) 
{ factors in regression equation (39) and (47) a. 
» Dy ’ L_ direct labor We 
C, cost of operating Department 1 L, direct labor in Department 1 pee 
C2 cost of operating Department 2 L. direct labor in Department 2 add 
cs cost of operating Department 3 O, overhead rate rep 
C total expense (cost); also, corporate costs for P ( fi 
Beta Corporation pried) poet : 
ee wees P, corporate revenue for Gamma Corporation 
C, total divisional cost for Division 1 of Gamma . - P EXP 
Corporation P, profit rate n 
C, corporate costs for Gamma Corporation r overhead rate charged to customer one 
e expense (indirect labor) r, overhead rate charged in Department 1 that 
e1 direct expense in Department 1 fo overhead rate charged in Department 2 ove 
e. direct expense in Department 2 R_ revenue 
E_ general and administrative expense R, departmental revenue for Department 1 i 
E, divisional overhead expenses for Division 1 of Gamma Corporation We 
Gamma Corporation R, corporate revenue for Gamma Corporation labs 
witl 
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labor was $16,000. We see then that the accounting data are rep- 
resented by a group of crosses in Figure 1, and our problem is 
to develop a summarized mathematical representation of these 
data. In the language of the statistician we wish to determine the 
regression line expressing the indirect labor as a function of the 
direct labor. 

This is a problem that statisticians have studied for a long 
time, and the technique of “least squares’ has been developed 
to solve such problems. Without going into details, we may say 
that the problem is to put a straight line through the crosses in 
such a way that this straight line goes ‘“‘close’”’ to these crosses. 
When such a straight line is obtained, we can write the “equa- 
tion” of the straight line in this example in the following form: 

e = 6000 +5 L. (1) 
In this equation, L denotes the direct labor, and e denotes the ex- 
pense, or the indirect labor. The formula says that in order to 
get the expense we need to determine the direct labor, take 
half of it, and add $6000. For instance, if the direct labor L is 
$24,000, we need to take half of this which is $12,000, and add 
$6000, arriving at the indirect labor of $18,000. 

This is represented in Figure 1 by point B. We recognize that 
our formula does not give exactly the expense for the month of 
January because, instead of $16,000, it gives the value $18,000. 
However, we note from the diagram that, when direct labor is 
$14,000, there may be three different amounts of indirect labor: 
$16,000, $17,000, and $19,000. Our formula gives only a sort 
of average value. Thus, we see that our mathematical equation 
represents an idealized summarization of our data, and as far as 
forecasts are concerned, this equation may be used to compute 
future expenses. Let us remember that this mathematical equa- 
tion does not give any informataion that we do not have in Table 
1, In fact, the mathematical equation contains only a part of the 
information since, for instance, it does not tell you how far the 
actual indirect labor expenses may vary from this idealized equa- 
tion. But, as far as the future is concerned, we cannot tell when 
these variations will occur and, therefore, we feel that for fore- 
casts the use of this equation may be adequate. 


TOTAL EXPENSE INVOLVED 

The next thing we want to put into mathematical language is 
the formula for forecasting the total expense in the Alpha Cor- 
poration. This is obtained by adding the direct labor and the ex- 
pense, or in mathematical form: 


C=e+L (2) 
We can combine this last equation with our first equation and get 
an alternate expression for the total cost in the Alpha Corpora- 
tion: 
1 

C = 6000 + =-L + L = 6000 + 1.5L. (3) 
We can then see that the total cost for the corporation is fore- 
casted by taking the direct labor cost, multiplying it by 1.5, and 
adding $6000. In Figure 2, we show this total cost equation as 
tepresented by a straight line. 


EXPRESSING THE REVENUE 

Now that we have an equation for the total cost, we can pro- 
ceed to the next problem of forecasting the revenue. Let us say 
that the corporation bills the customer for direct labor plus 120% 
overhead. We can say that the revenue is expressed by 


R=L+1.2L= 2.2L. (4) 


We observe that the revenue is obtained by taking the direct 
labor and multiplying it by the factor 2.2. The revenue associated 
with the direct labor L is represented by a second straight line in 
Figure 2. The difference between the revenue and the cost is the 





FIGURE 2—Cost and revenue for the Alpha Corporation 
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FIGURE 3—Profit for the Alpha Corporation 
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gross profit. This can be written in mathematical form as 
P=K—C 


(5) 


It will be convenient to express the profit for any value of the 
direct labor, and so we take our Equation (5) and substitute in 
the expression for the revenue from Equation (4) and for the 
cost from Equation (3), and get 


P = 2.2L — (6000 + 1.5L). (6) 


This can be written as 


P = .7L — 6000. (7) 
We sce that the profit is forecasted by taking .7 times the direct 
labor and by subtracting $6000, as shown graphically in Figure 3. 
For instance, if the labor is $20,000, then the profit is $44,000 
less $6000, or $8000. The break-even point is obtained when 
the profit is zero, or when 


= 8600. (8) 





__ 6000 
rae 


We can verify in Figure 3 that the break-even point is, indeed, at 
a direct labor cost of $8600. 


OVERHEAD RATE 

Now we can ask the question, what is the formula for the 
overhead rate? We obtain the overhead rate by taking the 
expense divided by direct labor, or 








e 

0, = 7 (9) 

We can take our Equation (1) and write (turn page) 
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This is the expression for the overhead rate. A graphical rep- 
resentation of the overhead rate is shown in Figure 4. For in- 
stance, when the direct labor is $20,000, we forecast an over- 
head rate of 80% which is shown as .8. The diagram clearly 
shows that as direct labor goes up the overhead rate decreases. 
If we had a very large amount of direct labor, the overhead rate 
would decrease to 50%. 


FIGURE 4—Overhead rate for the Alpha Corporation 
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PROFIT RATE 

What is the profit rate for the Alpha Corporation? The 
profit rate is obtained by taking the profit and dividing it by 
the revenue, or 


2730 
he saeceaiiilet site 


(11) 
A graphical representation of the profit rate is shown in 
Figure 5, and we see that the profit rate is zero at the break 
even point of $8600, and that it then begins to climb to a higher 
figure. If we had a very large amount of direct labor, then the 
profit rate would rise up to .318. 


FIGURE 5—Profit rate for the Alpha Corporation 
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The point we are trying to make here is really a very simple 
one. The mathematical formula expressing the expense as a func- 
tion of the direct labor is a simple and convenient way of fore- 
casting costs and profits. Of course, one wants to compute the 
cverhead rate and this is a simple computation as indicated by 
Equation (10). 
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ALLOWING FOR CHANGE 

One of the peculiar traits of scientists is that they try to 
describe a phenomenon in a general sort of fashion. Ou 
equation for the Alpha Corporation says that the expense is 
forecasted by taking one-half of the direct labor, and adding 
$6000. If we had another corporation with this simple sort 
of a sales structure, we would expect that these particular 
numbers in the formula would change. The advantage of 
mathematics is that this contingency of having these numbers 
change can be taken care of in a very simple way. We write 
that indirect labor or expense can be given by the following 


equation: 
e=a-+bL. (12) 


In this equation, L is again the direct labor, and on the left. 
hand side e is again the expense. However, you will note that 
instead of writing $6000, the letter 4 is written, and instead 
of writing that we need to take one-half of the direct labor, 
the letter b is written. This is the algebraic notation express. 
ing the fact that the expense is a straight-line function of the 
direct labor. Now we can express the total cost as 


C=L+e=a-+ (b+1)L. (13) 
In our original Equation (3), we had instead of a, the $6000 
figure, and instead of the 6 + 1 we had .5 + 1 which is, of 
course, 1.5. Now that we have the cost expressed in algebraic 
form, let us proceed to express the revenue. We say that r 
is the overhead rate charged to the customer; revenue is 


shown as 
R= {1 +291. (14) 


(Compare this with Equation (4) where r is 1.2 and r + 1 
is 2.2.) We can compute the gross profit as the difference 
between the revenue and the cost, and get the equation 


P—R—C=(r—b)L—a. (15) 


For the Alpha Corporation, we had a = 6000, and b=.5; 
and, therefore, in that case the profit is given by 


P = (r—.5)L — 6000. (15b) 


We recognize here that for different values of r (which cor- 
respond to the different overhead rates), we get, of course, 
different profit values. In Figure 6 we show these profit pos- 
sibilities by different straight lines, each line corresponding 
to a different overhead rate. This is a financial planning chart 
for the management of the Alpha Corporation. Depending on 
the direct labor predicted and the overhead rate proposed, 
one can forecast profits to be realized. 


FIGURE 6—Profit possibilities for the Alpha Corporation 


0; > 


¢* OVERHEAD RATE CHARGEABLE TO CUSTOMER 
EQUATION' P+ (4-1/2) - 6000 


40 


\\ 


P + PROFIT IN THOUSANOS OF DOLLARS 
6 8 











L OIRECT LABOR IN THOUSANDS OF OOLLARS 


Let us obtain now the general expression for forecasting 
the overhead rate. We know that this can be computed by 
taking the expense and dividing it by the direct labor. There- 
fore, 

(Continued on page 222) 
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This new Vertical Cycle Billing Desk offers the ultimate 
in advanced design and quality of manufacture. Console 
modeling of this new desk provides easy side access to 
trays as well as exceptional at-a-glance visibility for 
supervisors and unit operators. 

The light, durable aluminum trays are perfectly bal- 
anced for ease of handling and the center trays are in 
two sections so that only half the load is handled at one 
time. Working levels are ideal for either seated or stand- 
ing operation and the low overall height makes super- 





vision simple. The desk is protected by steel covers that 
open and close easily, and a strong snap lock. 

Get full particulars now! Write Room 1506, 315 Fourth 
Avenue, New York 10—simply ask for LBV791. 
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L L (16) 


a 
=— b 4 fos 
(This is similar to Equation (10) which gives the overhead 
rate for the Alpha Corporation.) We can compute the profit 
rate by dividing profit by the revenue and so get, 

P (r—b)L—a 


P.=—= 


R ri 


b a 
= (irre "i (17) 


For instance, for the Alpha Corporation, b=.5 and a= 
6000, and so the profit rate is given by 


y, 6000 
Pp = (1— =) — <>. (18) 
In Figure 7 we show a graphical representation of this equa- 
tion. When the customer is charged 120% overhead, r = 1.2 
and we get our profit rate curve shown in Figure 4. Figure 7 
can be useful for planning purposes, as it shows how the 
profit rate changes if the billing rate is changed. 


FIGURE 7—Profit rate possibilities for the Alpha Corporation 
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BUDGETING AND FORECASTING IN THE 
BETA CORPORATION 


The Beta Corporation is somewhat more complicated than 
the Alpha Corporation but it is still highly idealized. There 
are only two departments; Department 1 and Department 2, and 
each of these departments has direct and indirect expense. For 
each of the departments, we can set up a system for forecasting 
overhead in the same way as was done for the Alpha Corpo- 
ration. However, in the Beta Corporation there is in addition 
general and administrative expense which cannot be directly 
associated with either Department 1 or Department 2. The 
graphical representation shown in Figure 8 might be used to 
portray this forecasting problem. We show direct labor and 
expense in each of the departments; then, in a separate box, 
we show general and administrative expenses—which is 
where all expenses are charged which cannot be directly as- 
sociated with either Department 1 or Department 2. 


FIGURE 8—Organization of the Beta Corporation 
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DEPARTMENTAL EXPENSE 

We denote by L, the direct labor in Department 1, and by 
€, the expense in Department 1. By carrying out a regression 
analysis similar to the one we did for the Alpha Corporation, 
we find that the expense in Department 1 can be forecasted 
with the aid of the following formula: 


e; = 1000 + .51}. (19) 


For instance, if the direct labor L, is $15,000 then the expense 
e, is $8500; the cost of operating Department 1 can be com. 
puted by adding the direct labor and the expense, or 


eC, = Cy a Li. (20) 
With the aid of Equation (19) this can be written as 
Cy _ 1000 oe 1.51. (21) 


To illustrate this, if the direct labor L, is $15,000, then the 
cperating cost of Department 1 is $23,500. 
Quite similarly, for Department 2, the expense e2 can be 
computed as 
€2 = 3000 + .3L, (22) 


where Ly denotes the direct labor in Department 2. The op- 
erating costs of Department 2 can be computed by adding 
direct labor and expense. Therefore, the operating cost cy» of 
Department 2 is given by 


Co = €y + Ly. (23) 

This, again, can be written in the form 
Co = 3000 + 1.3L». (24) 
As an illustration, we can easily compute that if the direct 
labor in Department 2 is $5000, then the expense is $4500 


and the departmental expense is the sum of these two or 
$9500. 


FIGURE 9—Departmental expenses in the Beta Corporation 
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L + OIRECT LABOR IN THOUSANDS OF DOLLARS 


A graphical representation of the indirect charges in each 
department is shown in Figure 9. It can be seen, for instance, 
that when the direct labor is $10,000, then the indirect ex- 
pense is $6000 in each of the two departments. We recognize, 
however, that an increase in direct charge of say $1000 in- 
creases expenses in Department 1 by $500, but in Department 2 
by $300. The incremental increase in expenses is lower in De- 
partment 2 than in Department 1, though the “fixed” expense 
is lower in Department 1 than in Department 2. 

(Continued on page 244) 
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1 
se Hooker Electrochemical processes orders faster 
4 
va 
(20) The company’s previous order-writing sys- 
tem involved much repetitive writing. This 
was corrected in a new automated system 
(21) that also saves time and errors, processes 
orders faster and produces statistical reports 
=n the more efficiently. 
‘an be} The Flexowriter starts the chain of auto- — 
(22) mated procedures. The input is fed into it: 
constant information from the customer’s weno 10 
ding master tape and variable information from 
Co of the salesman’s order. The output shows in 
Moore forms and in by-product tapes that 
(23) activate punching or writing machines. 
A Moore 10-part Order and a 5-part In- 
voice were designed to make the system 
70 dovetail, and copies carry information or 
, Pp y oO 
direct instructions to every location needed. A 
4500 statistical tape, containing selective infor- 
a" mation, prepares punched cards and, from 
these, monthly and yearly reports and spe- 
1. a cial analyses are run off. 
The Moore man, using Moore facilities, 
xO helped Hooker with scientific design and 


| manufacture of forms to fit the system of 
> Automated Data Processing. 


If you would 
like to read 
the details in 
this booklet, 
write on your 
Company 
letterhead to 
the nearest 
Moore office 
below. 
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NIAGARA FALLS, N.Y. © DENTON, TEX. + EMERYVILLE, CALIF. 





Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 


offices and factories across U.S., Canada, Mexico, Caribbean and Central America. 
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A CASE HISTORY of manage- 
ment planning and control at 
Bell & Howell Company was pre- 
sented by three members of the 
B&H management team. Seated 
at the far right is William 
B. Harrell, comptroller of the 
Louisville Tin and Stove Com- 
pany, who presided at session. 





Stockholder Relations, Labor Relations and Management Compensation 


Discussed at Controllers Joint Midwestern/Southern Conference 


IGH LEVEL INTEREST SUBJECTS at the 
H 1957 joint Midwestern /Southern Con- 
ference of Controllers Institute included 
the place of radio and TV audience re- 
search in marketing and sales planning; 
compensating middle and top manage- 
ment; current problems in labor relations ; 
shareholder relations; and a case history of 
management planning and control. 

Sponsored by the Kansas City Control 
of Controllers Institute, the joint confer- 
ence was held March 31, April 1 and 2, in 
Kansas City, Mo., at the Hotel Muehle- 
bach. Donald A. Robertson, controller 
and assistant secretary, Panhandle Eastern 
Pipe Line Company, was the general chair- 
man, while J. Lowell Johnson, controller, 
J. A. Folger & Company, was vice chair- 
man of the conference. 


THE: PLACE OF RADIO AND TV 
AUDIENCE RESEARCH 
IN MARKETING AND SALES PLANNING 

Addressing the opening session, H. 
Wynn Bussman, director of public re- 
lations, Broadcast Division, A. C. Nielsen 
Company, Chicago, Illinois, stated that, in 
the competitive environment we have to- 
day, advertising performs many important 
functions. In some instances it plays a de- 
cisive role. Advertising acts like a catalyst 
upon the national economy, particularly 
with respect to the process of distribution 
and competitive sales. 

“It is estimated that American business 
in 1957,” he said, ‘will spend $12 billion 
in total advertising, all media combined. 


This sum, while huge, is only three per 
cent of the national economy and is rela- 
tively smaller in that regard than it was 10 
years ago. Broadcast advertising, radio and 
television, will be at the $1.8 billion level 
for 1957, or 15 per cent of the total ad- 
vertising expenditure. Largely because of 
the rapid growth of television and of its 
own increasing costs, broadcast advertising 
is getting a greater share of the total adver- 
tising budget than ever before.”’ 

Mr. Bussman told the group that while 
radio and television are tremendously 
effective advertising media each is highly 
speculative in nature. He elaborated on 
this by saying that advertisers who use 
these media face a much wider range of 
relative failure or success, measured in 
terms of the results they get for the dollars 
they spend, than they do in virtually any 
other business activity. 


TRENDS IN 
TOP MANAGEMENT COMPENSATION 

When adjustments are made for taxes 
and cost-of-living increases, the purchas- 
ing power of top management has been cut 
59 per cent in the period 1939-50 while 
that of middle management has been 
reduced 40 per cent, said Forrest Wallace, 
managing director, Chicago office, Mc- 
Kinsey & Company, Inc. 

“In view of all this,” noted Mr. Wal- 
lace, “the formal systematic package ap- 
proach to compensation, as practiced 
immediately before and after World 
War II, is no longer the answer to our 
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problem. This has yielded to the combina- 
tion approach of applying standard tech- 
niques and imagination to giving people 
what they want and need. 

“For example, in one company’s case, 
we found that five different age groups 
among the executives had as many differ- 
ent opinions regarding the firm’s retire- 
ment plan, which was so set up that it 
would actually pay many executives more 
upon retirement than while they were 
employed. After looking at these execu- 
tives individually and as a group, we came 
up with the program consisting of five 
different arrangements, each tailored to a 
group of executives with similar needs and 
wants. Most executives in their forties will 
change jobs for $5,000 to $10,000 more 
in base pay as compared to three, four or 
five times that sum on retirement.” 

Mr. Wallace noted that in the last few 
years, hundreds of companies have 
adopted stock option plans but he indi- 
cated that some of the plans were ill con- 
ceived. ‘There is no doubt,” he said, “‘that 
options are worthwhile devices for attract- 
ing top-level executives and compensating 
those who are being hurt by high taxes. 
But like so many things, what is good for 
a few is not necessarily good for many.” 

About half the companies in the United 
States, Mr. Wallace told the group, now 
have some plus-compensation plans and 
this percentage is increasing each yeat. 
General guide lines for companies to 
follow in administering these plans would 
include: 


1. In general, the money should be 
divided on the basis of performance, and 
(Continued on page 236) 
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Responsibility Auditing 


A SUPRADIMENSION OF MANAGEMENT CONTROL 


William L. Campfield 


URRENT LITERATURE has been en- 
C riched with many books and articles 
dealing with the audit of management re- 
sponsibility for operating an enterprise at 
a profit. This pronounced emphasis right- 
fully recognizes that business management 
is specifically charged by the suppliers of 
capital and by society at large with a first 
responsibility for profitably using enter- 
prise resources, or as Peter Drucker would 
put it, “responsibility for organized eco- 
nomic advance.” 

It is believed, however, that added at- 
tention should be devoted to audit, i.e., 
planned examination and evaluation, of 
management's effectiveness in discharging 
its over-all responsibility to various com- 
ponents of society. 

One of the distinguishing features of 
present-day democratic industrial society 
is the consensus that business enterprise is 
a social undertaking in and around which 
several groups and diverse personalities 
are assembled to work together for their 
mutual economic advantage. Since the wel- 
fare of any society depends in large meas- 
ure on the effective long-range functioning 
of the economic arrangements under 
which it lives, the ultimate responsibility 
of each manager of a business enterprise 
is to synchronize and harmonize the di- 
Verse interests in such manner as to make 
his enterprise a good society. 

This large responsibility may be viewed 
as a synthesis of four distinct, though in- 
terrelated, subordinate obligations: 


1. To suppliers of capital (owners and 
creditors) for the conservation of their 
capital and the payment of returns on capi- 
tal sufficient to encourage the continued 
supply of funds; 

2. To consumers to supply a product or 
service sufficiently superior in quality, 
Ptice-economy, and contributory to socictal 
well-being as to warrant repetitive long- 
tun demand ; 

3. To employes to provide the best 
competitive compensation and a work en- 








vironment which promotes individual ini- 
tiative, productivity, and development; 
and 

4. To the public at large to operate the 
enterprise and to participate in public af- 
fairs in a manner to best serve society as a 
whole, i.e., to conduct the enterprise as a 
good business citizen. 


The balance of this paper will be con- 
cerned with presenting the conceptual 
framework of a pattern or approach for 
auditing the over-all responsibility of man- 
agement. It is not deemed essential to de- 
velopment of the theme to devote much 
attention to specific audit techniques or to 
resolve the question of whether such audit 
is best performed by independent special- 
ists such as management consultants and 
engineers, public accountants, economists, 
or by internal specialists employed by in- 
dividual business concerns. It is more im- 
portant to understand the philosophy be- 
hind management's ultimate responsibility 
and some of the important steps manage- 
ment should take to insure unified plans 
and action in the discharge of that respon- 
sibility. For it is fairly well agreed that in 
this day of creeping statism, private en- 
terprises, through their managers, in order 











The conceptional framework 
for auditing the over-all 


responsibility of management 


to survive must work out patterns of con- 
duct which not only protect economic pro- 
ductivity but earn active public approval 
as well. 


RESPONSIBILITY FOR 
PRODUCTIVE USE OF RESOURCES 

The ultimate sanction of individual 
business enterprise comes from its useful- 
ness in furthering the well-being of so- 
ciety. Consequently, a first practical con- 
sideration of every management is the 
planning and conduct of its enterprise ac- 
tivities so as to achieve economic results 
acceptable to society. The major criteria of 
the social desirability of any business en- 
terprise are over-all economic progress, 
smooth and responsive resource allocation, 
and efficient management of enterprise ac- 
tivities. 

There is ample authoritative literature 
regarding the objectives, techniques, and 
procedures of managerial control of the 
economic activities of an enterprise. As a 
setting for discussion of other interrelated 
major responsibilities, it will suffice at 
this stage to pinpoint some of the key as- 
pects of planning and control for which 
management is well advised to perform 
the maximum of ex-ante examination and 





WILLIAM L. CAMPFIELD is staff manager, San Francisco 
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evaluation of its potential for efficient and 
profitable operations. 

Perhaps the most significant insurance 
of long-run profitability is accomplished 
when management has assured itself that 
its resources (personnel and plant) are 
properly pans § for smooth adaptation to 
changing environmental conditions. This 
problem of adaptation to change is a per- 
vasive one which bears heavily on every 
major action management takes. 

Inasmuch as continuity of enterprise op- 
erations depends on long-range produc- 
tiveness, management must devise a well- 
conceived and interlaced framework of 
both long-term and short-term plans. The 
long-term plans will embrace major poli- 
cies regarding broad enterprise objectives, 
financial structure, design of organization, 
sales, procurement and production, per- 
sonnel, facilities, public relations, and the 
like. These plans which plot the circum- 
ference of all management decisions re- 

uire considerable time to build, and ar- 
fais and concentrated action to preserve. 
Dynamic management will use every tested 
means available to predict the effects on 
its enterprise of technological as well as 
social and political changes. By assuring 
itself that it has an adequate forecasting 
mechanism in operation, management will 
be in position to constructively guide in- 
novations and changes along the lines of 
its deliberative thinking. Through timely 
arrangement and revision of its long-range 
plans, management can consolidate its 
present position in industry and society 
and create a future position which mini- 
mizes the danger of decisions being forced 
upon the enterprise as a result of outside 
forces. 

Management must be prepared to com- 
plement its long-term plans with a well- 
knit series of alternative short-range plans. 


The latter represent specific, detailed pro- 
grams and procedures for present action. 
In order to achieve the best long-run en- 
terprise results, short-range eee must be 
compatible with and susceptible to integra- 
tion into long-range plans. To the extent 
this is accomplished, the long-range ob- 
jectives of the enterprise will be under 
control as short-range plans are achieved. 

The techniques of auditing management 
planning and control of the internal opera- 
tions of an enterprise are fairly well 
known. They are manifestations of an ob- 
jective, integrated scheme to periodically 
examine and evaluate such fabrics of the 
enterprise as: 


1. Competitive position and future of 
the enterprise ; 

2. Company objectives and policies ; 

3. Administrative and organization 
structure and relationships ; 

4. Resources utilization ; and 

5. Operational programs, methods and 
procedures, measurement, reporting, and 
control devices. 


The methodology of applying the audit 
techniques has been covered by many per- 
sons. Two references will suffice at this 
point. The American Institute of Manage- 
ment, for example, has been in the fore- 
front in designing useful guides and 
questionnaires to be used by management 
and its specialists. Again, a contemporary 
writer has blueprinted a stimulating set of 
questions and illustrations that might be 
useful for this purpose.1 

Needless to say, skillful and imagina- 
tive application of a planned program of 
continuous evaluation of the components 
of managerial responsibility to operate 
profitably can help insure that an enter- 
prise will always be prepared to make or- 
derly adjustment to the constantly chang- 








“You serious about wantin’ a couple of days off?” 
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ing economic environment in which it 
functions. 

In summarizing this portion of the dis. 
cussion, it appears almost trite to remind 
ourselves that the most productive long. 
run use of enterprise resources is likely to 
be achieved when forward plans of man. 
agement have been carefully conceived, 
adequately reviewed and adjusted on a 
timely basis, and artfully executed as an 
integrated whole. 

It is well to note that sound planning 
involves a judicious combination of te. 
search and forecasting. Success in this re- 
gard is dependent upon the collection and 
use of factual relevant data. Although 
sound managerial decision making rests in 
large measure on the personal judgment of 
managers, the latter cannot make sound 
decisions without facts. Since the com. 
plexity and dynamics of modern enterprise 
preclude one or a few persons from as- 
sembling all the facts needed for timely 
decision making, wise managers will see 
to it that they have all the informed 
assistance available to assure that their re- 
sponsibility for productive use of enter- 
prise resources is under constant independ- 
ent surveillance and evaluation. 


RESPONSIBILITY FOR 
INSURING LONG-TERM DEMAND 


Managerial action has been influenced 
for a considerable time by the age-old 
dogma that maximum enterprise profita- 
bility is accomplished through an enter- 
priser’s ability to produce inexpensively 
the goods and services which yield con- 
sumers the most satisfactions. This dogma 
is a deceptive oversimplification. Its literal 
interpretation would seem to suggest that 
if an enterpriser “built a better mouse 
trap” at least cost he might well assure 
successful operations with a relatively 
small additional effort in salesmanship and 
distribution. 

Determination of the shape and content 
of consumers’ satisfactions is an elusive 
and enormous task indeed. Involved in the 
concept is a myriad of rapidly changing 
individual and group ideas about the kind 
and value scale of human desires, the costs 
and difficulties to be overcome in their 
satisfaction, alternative or substitute values 
in products and services, and the constant 
flux in knowledge and facilities available 
to satisfy wants. 

All the foregoing points up rather strik- 
ingly that in order to assure the continuous 
long-run profitability of his enterprise, a 
manager must make a very careful advance 
analysis of present and future consumer 
demand for his products and services. A 
reasonably steady and predictable demand 
is the life line of business enterprise. The 
actual production output and scale of plant 
can only be plotted after a determination 


(Continued on page 228) 
*Wilson, Arthur P., “The Management Audit 


Comes of Age,” THE CONTROLLER, September 
1950, pages 411-16. 
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“Why not settle the whole thing by Pat picking 
you up at Martha’s and wearing your ballet length 
pink tulle? That way you might find time to 
cut the stencil and check the time cards!’ 


has been made of anticipated volume dis- 
tribution. It follows that the entire con- 
stellation of internal management prob- 
lems of programming, controlling and 
correlating enterprise operations is inex- 
tricably interwoven into the broad enter- 
prise policies regarding consumers and 
consumer demands. 

In the economic system under which 
modern enterprises operate, the knowl- 
edge of relevant economic facts are dif- 
fused throughout society. Conventional 
economic analysis focuses upon the pricing 
system as the coordinating force wielding 
the separate economic actions of different 
people into an integrated whole. It is rea- 
soned that the price system reflects the ulti- 
mate decisions of the many people who are 
familiar with the resources of a society and 
consumers’ desires for the use of resources. 

Helpful as this theory may be for pur- 
poses of aggregative analysis of a society's 
economic actions it is quite obvious that 
the important consideration for the indi- 
vidual business firm is not price theory in 
general but a workable price theory for the 
particular firm. A galaxy of interrelated 
postulates will be necessary to derive such 
theory. In part, consideration must be 
given to such factors as: 


1. Type, size, location, disposable in- 
come, buying habits, etc., of potential con- 
sumers ; 

2. The line and quality level of prod- 
ucts and services to be offered ; 

3. Price and quality of competing prod- 
ucts and services; 

4. The general price level; 

5. Anticipated demand for the firm’s 
products at various tentative prices; and 

6. Estimated cost of production and dis- 
tribution. 


In most business enterprises it is cus- 
tomary to establish prices for some rela- 
tively long-term period. Generally, be- 
cause of existing contracts or because of 
habitual buying habits of consumers, it is 
not feasible to change these prices too 
readily. Hence, the price structure and 
price theory of a firm once established be- 
comes fairly widely known and permeates 
the entire fabric of enterprise-consumer- 
society relations. In a sense, it may be said 
that the firm’s price theory and the related 
price structure condition the entire ac- 
tivities of the enterprise. From it flow con- 
sumer and sales policies which broadly de- 
fine the shape and volume of economic 
service to be performed, policies as to out- 
put and scale of plant, and all other poli- 
cies governing internal operations. 

From the foregoing, the conclusion is 
apparent that when business management 
undertakes construction of a workable 
price theory for its firm it is faced with a 
multivariate and multidimensional prob- 
lem. It follows therefore that management 
must establish adequate internal machinery 
which will keep it continuously and re- 
liably informed as to reasonably antici- 
pated demand and of tested ways and 
means for promoting increased demand. 
In addition to establishing a smooth in- 
ternal data-gathering and analysis mecha- 
nism, “heads-up” management will retain 
outside specialists, e.g., economists, mar- 
keting counsellors, accountants, to make 
systematic review and evaluation of the 
firm’s price and consumer policies “in ac- 
tion.” 

Prior to concluding this portion of the 
paper, it might be helpful to point out 
some frequently neglected areas which 
specialists, both internal and _ external, 
should stress in aiding management to 
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keep on top of its responsibility for insur- 


ing long-run demand. Conventional de. 
mand analysis has directed the greatest de- 
gree of attention to sales forecasts based on 
statistical studies covering such factors as 
individual enterprise price-sales schedules, 
schedules of selected consumer income. 
spending, industry and general income. 
cost schedules, and so on. Too little atten. 
tion has been devoted to ways and means 
by which individual enterprisers or a con- 
cert of enterprisers can change or stimulate 
consumers’ desires in a socially desirable 
manner. A particularly fruitful area for 
added attention is that of study and analy- 
sis of consumer motivation, i.e., determi- 
nation of the motives behind consumer 
purchasing. As a corollary, controlled ex- 
periments might be conducted to ascertain 
the actual changes in consumer desires or 
purchases that can be achieved through 
varying types of promotion. 

We may summarize this part of the dis- 
cussion by observing that management's 
effectiveness in insuring that there will be 
a stable long-run demand for its products 
will depend in large measure on the de- 
gree to which managers achieve a rela- 
tively ideal continuous analysis of poten- 
tial demand. This ideal should yield re- 
sults permitting formalization of prices 
over reasonably long periods of time and 
at the same time contain sufficient flexibil- 
ity to permit management to make timely 
adjustments to compensate for major 
changes in consumer demand. 


RESPONSIBILITY FOR 
EMPLOYE PRODUCTIVITY AND 
DEVELOPMENT 


In recent years the subject of stable 
employe relations has been surveyed by 
managements and their specialists with in- 
creasing emphasis on the economic, politi- 
cal, sociological, and psychological aspects 
of the problem. The academic explana- 
tions of this latter-day interest in the wel- 
fare of workers are many. However, a 
pragmatic explanation appears to be a be- 
lated recognition by entrepreneurs that 
employes represent not only units of pro- 
ductive capacity but units of potential pur- 
chasing power and political power as well. 
The day is long past when management 
could deal with its workers solely in terms 
of certain laws of economic behavior. 

Management desirous of harmonizing 
the over-all productive potential of its en- 
terprise will make sure that no precarious 
situations exist in its relations with em- 
ployes. In similar manner as it seeks as- 
surance of the integrity and efficiency of 
its financial operations by having periodic 
financial audits, management should have 
planned periodic examinations and evalua- 
tions of employe relations. Such audits can 
aid management considerably in assuring 
that these relations are in harmony with 
the over-all objectives of the enterprise. 
Without reasonably good continuing em- 
ploye morale and productivity, it is obvi- 
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ous that the long-run economic usefulness 
of the enterprise may be placed in jeop- 
ardy. Perhaps as an oversimplified gener- 
alization, it may be stated that the key to 
achieving good employe relations is the 
motivation of employes to accept the di- 
rection and control which management ex- 
ecises and thus willingly and promptly 
apply their full skills and efforts to the 
tasks and duties assigned. 

Comprehensive surveys and studies of 
American workers have resulted in the 
publication of numerous lists of what 
workers require for amicable job relations. 
We will discuss briefly only a few of the 
more significant areas in which periodic 
programmed audit can point up potential 
danger spots to which enlightened man- 
agement will direct preventive action. 
These areas are: 


1. Compensation and Pay Practices ; 
2. Work Arrangements ; 

3. Selection and Promotion Practices; 
4, Training and Development; and 
5. Communication and Supervision. 


The enterprise’s compensation structure 
and policies should be established on the 
basis of an objective job or position evalu- 
ation system. Pay adjustments should be 
made in accordance with some relatively 
standardized merit-rating scheme. Surveys 
have revealed that most employes do not 
have absolute standards as to the level of 
pay they require in order to be productive 
and happy. Instead, they are generally 
satisfied if the following conditions are 
met: 


1. The pay is reasonably competitive 
with that offered by alternative employ- 
ment ; 

2. Differences in pay between positions 
within a company are commensurate with 
differences in requirements of job skills, 
training, and responsibility. 


Periodic examination of the compensa- 
tion structure and practices should be 
geared to make determinations of whether 
pay rates are actually in conformance with 
job evaluations, whether they conform to 
competitive standards, and whether the 
merit-rating system is being fairly admin- 
istered. Quick remedial action on the part 
of management in adjusting rates that are 
out of line should forestall serious break- 
down in employe morale and productivity. 

Policies regarding work conditions in 
modern enterprise have become fairly 
standardized. Notwithstanding, the prac- 
tice of many managements is to rely com- 
pletely on second- and third-line managers 
to see that reasonable standards of working 
conditions are met. Too many of these 
subordinate managers in the course of 
daily crises of “getting things done 
quickly” are likely to forget that workers 
are something more than mere adjuncts to 
the plant and records of the enterprise. 
Each employe should be entitled as a mini- 


mum to clean, comfortable, and safe sur- 
roundings and to work equipment ade- 
quate enough to assure that with diligence 
and skill he can produce up to the stand- 
ard for which his employment classifica- 
tion calls. Objective examination of this 
aspect of employe relations should focus 
on relating existing work facilities and 
conditions to the standards established for 
the industry of which the particular enter- 
prise is a part. 


e e . ° e . e e e 





A successful selection and promotion 
policy depends upon some prior systematic 
inventorying of present and future job op- 
portunities within the enterprise. A ha 
hazard scheme of hand-to-mouth filling of 
positions will inevitably result in stultify- 
ing the development of promising em- 
ployes. Management must devise not only 
short-range plans for utilizing employes 
but must look beyond and visualize the 

(Continued on page 259) 





FRANK J. Carr, a charter member and first national presi- 
dent of Controllers Institute of America, retired on April 
26 as vice president of Mallinckrodt Chemical Works, St. 
Louis, Missouri, which he had previously served as comp- 


troller. 


Mr. Carr has had a long and notable career in controller- 
ship, starting in 1922 with his first responsibility as a con- 
troller with Jones, McDuffee & Stratton Corporation, china 
and glassware importers in Boston, Massachusetts. In 1930 
he became controller of Aviation Corporation of America. 
He was with this organization when Controllers Institute 


was founded in 1931 and became its first president. 


In 1933 he was appointed the first controller of Tennessee 
Valley Authority, Knoxville, Tennessee, and in 1937, con- 
troller and later vice president-finance of American Steel & 
Wire Co., U. S. Steel Corporation subsidiary in Cleveland, 
Ohio. From 1944 to 1946, when he joined Mallinckrodt, 
he was associated with Sanderson & Porter, New York 


management consultants. 


Mr. Carr, who is now an honorary life member of Con- 
trollers Institute, in 1936 was elected a member of Cosmos 
Club, Washington, D. C., on the basis of distinguished 
service in the field of accounting. 
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Labor Disputes 

The Supreme Court has limited the power of a state to 
step into labor disputes over which the NRLB has refused 
to take jurisdiction. The ruling was handed down in three 
separate 6-2 decisions involving labor disputes in Utah, 
Ohio and California. 


Delinquent Taxes 

A Treasury Department Report shows that delinquencies 
of all federal taxes amounted to $1,620 million on December 
31, 1956. This was about $26 million less than a year earlier. 


Living Costs 

BLS reported the consumer price index rose 0.2 per cent 
in January to a new high for the fifth consecutive month. 
The index stands at 118.2 per cent of the 1947-49 average. 


Federal Workers 

A report by the Joint Committee on Reduction of Non- 
essential Federal Expenditures showed the number of 
federal civilian workers in January 1957 totaled 2.4 million, 
a decrease of 2,773 from the previous month. 


Tax Credits 

On a consolidated return, the fraction limiting the foreign 
tax credit is applicable to the total United States income tax 
of the affiliated group for the taxable year, whether com- 
puted by the regular method or by the alternative method. 


Individual Savings 

The Securities and Exchange Commission reported in- 
dividual savings increased by $3.9 billion in the third quar- 
ter of 1956, compared with a $2.2 billion rise in the pre- 
vious period and a $3.5 billion increase in the year-ago 
quarter. 


Data to Insurance Stockholders 

SEC Chairman Armstrong indicated that some insurance 
companies must mend their ways for the protection of in- 
vestors. Some of them give only scanty data to their stock- 
holders in that they give balance sheets with no earnings 
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reports, are not giving the names of nominees for director- 
ship, and sometimes do not give an annual report before the 
stockholders meeting. 


Labor Laws 

The Supreme Court has ruled that federal labor laws do 
not apply to picketing of a foreign ship operated by foreign 
sailors while the vessel is temporarily in a U. S. port. 


Verifying the Price Index 

The Department of Labor is planning to double check the 
accuracy of its Consumers Price Index. A survey to check the 
Index was made in 1950-51, and according to BLS, “‘the 
time has now come when we must begin to re-examine the 
basis of the Index.” 


Tax Write-Offs 

The Office of Defense Mobilization announced the clos- 
ing of expansion goals for chemical-grade chromite 
selenium and battery- and chemical-grade manganese ore. 


Proxy Fight Costs 
An informal opinion from IRS indicates that costs of 
proxy fights are not deductible. 


Personal Income 

For February 1957, personal income climbed to a record 
$336.7 billion seasonally adjusted annual rate. This was $1.7 
billion over the January rate and $21.6 billion above Febru- 


ary 1956. 


Tax Delinquencies 

Employment tax delinquencies, the money withheld from 
paychecks but not sent to the Government, totaled $279.2 
million at the end of 1956. This compares with the $284.8 
million of a year earlier and $254.1 million of two years 
earlier. 


Government Out of Business 

Bread baking has been or will be discontinued at six of 
the eight VA hospitals that still had bread bakeries in opera- 
tion at the end of 1956. A VA spokesman said the change 
“will not be a saving.” 


Government Bills 

The Comptroller General has scrapped a 50-year-old re- 
quirement and ruled that companies other than transporta- 
tion firms, when presenting bills to the Government for 
payment of services rendered on supply or construction con- 
tracts, need no longer certify on the invoice that the bill is 
correct and that it has not yet been paid by Uncle Sam. 


Property Taxes 
At least 19 states are carrying on equalization studies to 
pinpoint differences in the level of assessments among local 
districts. 
—BEN JAMIN R. MAKELA 


¥.UM 








re the 


vs do 
reign 


k the 
k the 
“the 
> the 


clos- 
mite 


ord 


1.7 
ru- 


om 
9.2 


4.8 
ars 


of 
ra- 


ge 











et 


ee 


44 








5th Avenue stores. 


58th St. 


Bergdorf Goodman Co. 


57th St. 
Plummer Ltd. 


Tailored Woman, Inc. 


Tiffany & Co. 
56th St. 
Bonwit Teller, Inc. 
53rd St. 
Georg Jensen, Inc. 
Peck & | eck 
52nd St. 

A. De Pinna Co. 





Doubleday Book Shops 


51st St. 
Best & Co. 


50th and 49th Sts. 


Saks Fifth Avenue 
49th St. 
McCutcheon’s 
48th St 








t . 
Black, Starr & Gorham, Inc. | 
48th and 47th Sts. 





Brentano’s Inc. 
Peck & Peck 


47th St. 
W. & J. Sloane 


46th St. 
Wallachs Inc. 
41st St. 
Peck & Peck 
40th St. 
Arnold Constable 
Lane Bryant Co. 


39th St. 





Doubleday Book Shops 
39th and 38th Sts. 


Lord & Taylor 
38th St. 


Franklin Simon Co. 


34th St. 
B. Altman & Co. 


33rd St. 
Wallachs Inc. 


Short cuts with Recordak Microfilming 


Latest report on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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New Recordak 
Reliant 
Microfilmer 
gives you up 
to 80 pictures 
for 1¢ 
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Company 
Street 
City State 






HOW FAMOUS 5th AVENUE STORES CUT 
BILLING COSTS, INCREASE GOOD WILL 


New York, N. Y. 


Take a stroll down 5th Avenue. Drop into 
any of the renowned stores and shops. Chances 
are they’re using Recordak Microfilming to bill 
charge-account customers. 


Reason for this— 


Microfilming the customers’ saleschecks— 
and sending them out with the bills—eliminates 
a description of each purchase and a listing of 
each price. Only the sales check totals and 
credits go on the bill. This cuts posting opera- 
tions as much as 85%. Complete film record of 
all accounts can be filed at fingertips—ready for 
immediate review in Recordak Film Reader. 


Customers, on the other hand, find it much 
easier to recall charges with the original sales 
checks in hand. Questions about bills are re- 
duced by as much as 80%. 

It’s much the same story off 5th Avenue— 
a few doors away you'll find Abercrombie & 
Fitch, Brooks Bros., Stern Bros., Liberty Music 
Shops...and so it goes. Not only in New York 
but Anywhere, U.S.A. For it pays retailers 
with as few as 2500 charge accounts to use 
Recordak Photographic Billing. 


Free booklet “Short Cuts that Save Millions,” 
shows how you can save with Recordak Micro- 


filming regardless of your type of business. 
“Recordak”’ is a trademark 


=RECORDPK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming— 
now in its 30th year 


RECORDAK CORPORATION 
415 Madison Avenue, New York 17, N. Y. 


Gentlemen: Please send free copy of ‘Short 
Cuts that Save Millions.”’ V-5 


Name 





Position 
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j jr IMPORTANCE of participation as a 
key to achieving planned profit goals is 
emphasized in a case study now being 
distributed to members by Controller- 
ship Foundation, Inc., New York, re- 
search arm of Controllers Institute of 
America. Entitled “Management Plan- 
ning and Control: the H. J. Heinz Ap- 
proach,” the 113-page report describes 
the profit-planning methods which have 
enabled that food-processing company 
to increase its consolidated net income 
as much as 60 per cent above the annual 
averages for the past five years. 

“The philosophy which underlies the 
company’s profit planning or budgeting 
program is relatively simple,” the Foun- 
dation study observes, “but is essential 
to establishment and operation of a suc- 
cessful system. Those who are respon- 
sible for performance and achievement 
of the profit goals must participate in 
developing the plans. The Heinz system 
is one whereby business plans are 
screened, evaluated and reduced to real- 
istic, attainable objectives in a well-co- 
ordinated program of action. The re- 
sponsibility for their attainments 1s then 
specifically delegated to those most log- 
ically responsible for results—those who 
have had an opportunity to participate 
in the planning and development of 
these activities.” 

The “practical working tool’ in the 
H. J. Heinz system is its annual operat- 
ing plan or budget. The parent com- 


Participation Stressed as Planning Element 
in Case Study by Controllership Foundation 


pany in the United States and its three 
foreign subsidiaries each has a plan of 
its own. The plans are prepared in con- 
siderable detail for each company, each 
sales region, territory and branch; each 
warehousing and other distributive fa- 
cility, as well as for each factory or 
other, processing facility, department, 
production or cost center in plant or 
office. Corresponding capital needs and 
sources are planned for such specific 
points. With reference to the merchan- 
dising side, plans and profit goals are 
set for major products, product groups 
and product mixes. The annual plans 
tie in with rolling five-year plans relat- 
ing to operations and capital expendi- 
tures, capital requirements, cash require- 
ments and return on investment. 

The plans originate with the operat- 
ing and marketing divisions, in the form 
of programs based on their individual 
forecasts, and are then welded into one 
by the Comptroller’s Division, through 
its Profit Planning Department. As the 
case study points out, ‘“This division is 
wholly responsible for putting together 
the company’s profit budget and cash 
plans and for measuring results, by di- 
visions and total company, against such 
operating programs. 

“The Profit Planning Department 
also is responsible for formulating the 
techniques and methods whereby the 
program can be developed and imple- 
mented in an orderly, organized man- 
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CONTROLLERS 


Date 
MAY 15-18 
NOVEMBER 1-4 


Conference 
Eastern 
Annual National 


INSTITUTE OF AMERICA 


Hotel City 
Sheraton ROCHESTER 
Greenbrier WHITE SULPHUR 


SPRINGS, W. VA. 


OTHER ORGANIZATIONS 





MAY 12-15 NATIONAL OFFICE MANAGEMENT ASSOCIATION LOS ANGELES 
38th International Conference 

MAY 26-29 INSTITUTE OF INTERNAL AUDITORS LOS ANGELES 

JUNE 24-28 XI INTERNATIONAL MANAGEMENT CONGRESS PARIS, FRANCE 

JUNE 26-28 NATIONAL MACHINE ACCCUNTANTS ASSOCIATION CHICAGO 
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ner. This department also does all it 
can to aid each division and department 
in planning their respective budgets 
and standards. It develops historical and 
statistical data which may prove useful 
to the divisions and makes these data 
available to them for their guidance, 

“Once the budgets and programs have 
been approved for a fiscal year they be. 
come the base against which operations 
are measured for accomplishment. Each 
month the Profit Planning Department 
prepares a series of operating state. 
ments, charts and tables. Important vari- 
ances are set forth with sufficient detail 
to explain the causes. These statements 
are presented to the Operating Com. 
mittee by means of projecting equip- 
ment and are discussed and explained by 
the manager of the Profit Planning De. 
partment. Members of the Operating 
Committee discuss and evaluate the vari- 
ous statements and develop plans for ac- 
tion.” 

In addition to profit planning, the 
case study presents portions detailing 
the company’s management planning 
and control objectives and methods; its 
cost planning and control practices, 
and its procedures of cost estimating in 
planning and control. Appendices in- 
clude the formal statement of policies 
and objectives of the company; an in- 
dex of charts used in presenting the 
fiscal year 1957 budget to the board of 
directors, and lists of topics discussed 
at typical staff meetings of the various 
divisions. 

Copies of the case history, priced at 
$3.00, are obtainable at the Founda- 
tion’s offices, 2 Park Avenue, New York 
16, N. Y. The report is the sixth in the 
organization’s series on management 
planning and control. 


Newspapers Carry Pfizer's 
Annual Report 

Chas. Pfizer & Co. used a 16-page Sun- 
day supplement in the March 31 issue of 
the New York Times to present its annual 
report. The report was also published in 
the Sunday, April 14, editions of the Chi- 
cago Tribune and the Los Angeles Times. 
Printed copies of the annual report were 
mailed in mid-March to the companys 
22,000 stockholders. 

Half of the 16-page supplement fea- 
tured multicolor illustrations of the work 
of Pfizer in drugs and pharmaceuticals and 
articles illustrated the range of the com- 
pany’s products. The section also includes 
the usual balance sheet and earnings state- 
ment. This is the first known use of 4 
newspaper supplement to carry the regu 
lar financial report of a company. 
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Improving Human Relations 


The foreman—as a supervisor skilled 
in human relations—holds the master key 
which will unlock greater productivity on 
the part of American industrial workers, 
the National Association of Manufactur- 
ets said in a new booklet entitled ‘‘Im- 
proving Human Relations.” 

Pointing out that the success of a com- 
pany “rests heavily on how well the man- 
agement group performs in achieving per- 
son-to-person understanding,” the booklet 
emphasizes that the supervisor, as a mem- 
ber of management, must “‘listen’”’ to em- 
ployes and understand their needs. 

It is most important for supervisors to 
listen to employes with understanding 
and try to interpret what they have to say, 
whether it is just a gripe, a more serious 
complaint, a suggestion, or the expression 
of an opinion. ‘Thus supervisors can iden- 
tify friction spots that need clearing up 
and can ‘‘build the team spirit so essential 
to lower costs and greater productivity.” 

The booklet points up the possibilities 
of getting cooperation and building good 
work habits through the wise use of praise 
and a “‘pat on the back” where warranted 
(as distinguished from flattery). It urges 
genuine interest in employes as individ- 
uals, apart from their function as ‘“‘pro- 
ducers.” 

Sound personnel policies, enlightened 
leadership and effective day-to-day com- 
munication between all levels of manage- 
ment are the ingredients of good human 
relations in the plant. 

“Obviously,” the NAM booklets says, 
“the company must rely on communica- 
tion to secure cooperation, to convey an 
understanding of its policies and plans, to 
improve the quality of its product or serv- 
ices, to cut its cost and to build the morale 
of its employes.” 

The booklet presents practical steps to 
guide management in giving foremen and 
other supervisors the kind of training, 
education, and support they need to fulfill 
their vital function. Copies are available at 
50¢ each from the NAM Employe Rela- 
tions Dept., 2 East 48th St., New York 17. 


Why Employes are Fired 


Absenteeism and poor performance on 
the job were the reasons for discharging 
employes mentioned most frequently by 
129 personnel officers who participated in 
a survey conducted by the American Man- 
agement Association’s Management Infor- 
mation Service. Of the 129 persons re- 
ported discharged, 84 were men and 45 
were women; 52 were covered by union 
contracts when discharged and 77 were 
not; 38 were employed in salaried nonsu- 
Pervisory jobs while 87 were hourly 
workers. 

_ Absenteeism was responsible for 35 fir- 
ings and poor job performance was 
blamed in 28 cases. However, 33 respond- 
ents cited more than one reason for dis- 
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charging the same person. More than half 
the discharges for absenteeism occurred 
because the individual “lost too much 
time” while 12 occurred because the 
worker was away from the job in violation 
of company rules or customs, evidently in 
each case a single absence involving a fla- 
grant violation. The survey indicates that 
male workers are more often discharged 
for absenteeism than female workers al- 
though many statistical surveys have indi- 
cated that absenteeism is more prevalent 
among women employes than among men. 

The survey results suggest that women 
are fired for poor job performance about 
twice as often as men. Exactly half the dis- 
charges for this cause alone were women. 
More than half the multiple responses 











mentioning poor job performance were re- 
ports of the firing of women. 

The survey indicates that women are 
much more likely to be fired for a combi- 
nation of factors than are men. The 19 
women discharged for multiple reasons 
constituted more than 43 per cent of the 
female discharges reported, while the 14 
men fired for a group of causes made up 
less than 15 per cent of the male dis- 
chargees reported. 

The more detailed descriptions of the 
firings given by many of the survey re- 
spondents suggest that men are more in- 
clined to commit one major infraction of 
a rule or custom and be fired for it while 
women are more likely to be discharged 
for a combination of several minor causes. 





How FAST is 





With constantly rising clerical costs, slow manual methods 
are today as obsolete in the office as they are in the plant. 

However, with automatic procedures and the latest 
punched-card tabulating facilities available through Sta- 
tistical service, it’s no problem for any company to get vital 
facts and figures faster, more accurately and at lower cost. 
Through this practical approach, you can automate office 
procedures to keep pace with production requirements. 

If you operate your own tabulating department, Statistical 
is always ready to take care of your overloads and special 
assignments or provide helpful counsel in exploring better 


methods for speed and economy. 


“RUSH” means RUSH when it comes to reports that 
affect so many facets of your business. Statistical service is 
geared to help you meet the tightest schedules. Even if it 
means working for you nights and week ends. 






STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TYPING 
TEMPORARY OFFICE PERSONNEL 


TABULATING + CALCULATING * 


Just phone our nearest office for fast action. 


CHICAGO 

53 West Jackson 
HArrison 7-4500 
NEW YORK 

80 Broad Street 
WHitehall 3-8383 
ST.LOUIS 

411 N. Tenth St. 
MAin 1-7777 
NEWARK 
National-Newark Bldg 
MArket 3-7636 
CLEVELAND 

1375 Euclid Ave. 
SUperior 1-8101 





Why Overwork 
Your 
Filing System 


_.. and ‘‘underwork” 


its usefulness 


Often an aggravated filing system 
can cause not only a headache, but 
loss of time and money as well. This 
might be a result of misfiles, unnec- 
essary duplication, or lack of space 
due to retention of obsolete mate- 


rial. 


The problem of overworked files is 
more easily solved than you might 
think. Proper organization and es- 
tablishment of controls can be ac- 
complished with dispatch in the 
skilled hands of a professional serv- 
ice. RECORD CONTROLS, Inc. is 
ready, and able to tailor your filing 


system to your particular needs. 


Call or write us today for further 


information. There is no obligation. 


We do not sell supplies or equip- 


ment. 


RECORD CONTROLS, INC. 


209 S. La Salle Street, Chicago 4, Illinois 
60 E. 42nd Street, New York 17, New York 
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Canadian Firms Studied 


“Big business” is relatively bigger in 
Canada than in the United States accord- 
ing to a study, “Concentration in Canadian 
Manufacturing Industries,” published by 
Princeton University Press for the Na- 
tional Bureau of Economic Research. The 
author of the study, Dr. Gideon Rosen- 
bluth, selected the year 1948 for study as 
offering the best data available. A simple 
but reliable index of “concentration’’ was 
used: the number of firms which account 
for 80 per cent of the total labor force in 
a particular industry. The author says, “In- 
vestigations . . . indicate that concentra- 
tion of employment and output are highly 
correlated, but that employment concen- 
tration tends to be slightly lower than con- 
centration of output.” 

Wide variations in degree of concen- 
tration appeared, but average concentra- 
tion was high. In half of the industries 
studied, the 80 per cent were employed by 
no more than nine leading firms in each 
case. Since the principle cause of the vari- 
ation seemed to lie in differences of aver- 
age company size, Dr. Rosenbluth dug 
further to see why sizes of firms varied. 
He identified three important factors as- 
sociated with differences in concentration: 
industry size, capital-labor ratio, and im- 
portance of transportation costs in rela- 
tion to other costs. These elements ac- 
counted for 62 per cent of the variation in 
concentration. Dr. Rosenbluth found that 
large industries tend to be less concen- 
trated in the hands of a few firms than 
small industries. His results also bolstered 


the popular notion that where firms are 
large, high concentration exists, and where 
firms are small, there is a low degree of 
concentration. 

Substantial similarity between the 
United States and Canada exists in the 
relative importance of different industries 
and in average sizes of firms and plants, 
Canadian industries, however, were found 
to be more highly concentrated in a few 
firms than is true in the United States, ap- 
parently because the Canadian industries 
are much smaller and have fewer firms. 

Examination of the long-run trends of 
concentration in plants showed increases 
from 1890 to 1920, followed by a stable 
period between wars, and a wartime peak 
in 1943. By 1948, plant concentration had 
declined to a point below prewar levels. 

Dr. Rosenbluth concludes that: “The 
deciine in plant concentration between 
1922 and 1948 took place in the face of 
increasing mechanization and of substan- 
tial growth in the average size of plants. 
Decreasing concentration must therefore 
be ascribed to the fact that total output and 
employment in the manufacturing indus- 
tries grew even more rapidly than plant 
size. 

“The growth of manufacturing employ- 
ment reflects both population growth and 
the increasing importance of manufactur- 
ing in the Canadian economy. Thus, the 
tendency toward increased concentration, 
which is frequently expected to follow 
from the progress of mechanization and 
increasing plant size, has been counter- 
acted by growth of the market.” 


Easier Record-Keeping in Sight for Corporations 


Reduced burdens on corporations in 
keeping records and answering govern- 
ment questionnaires are forecast if a pro- 
posal by the Advisory Council on eilee! 
Reports is accepted. The Council proposal, 
which suggests a uniform time limit, prob- 
ably six years, on retention of most docu- 
ments and permission to microfilm all rec- 
ords which must be kept longer is now 
being studied by the Budget Bureau along 
with comments from interested govern- 
ment agencies. There is no exact figure on 
what the handling of all types of reports 
and questionnaires costs business but the 
Hoover Commission has stated that ‘‘the 
cost imposed on private citizens in busi- 
ness for clerical help, accounting, legal 
and other expenses runs into hundreds of 
millions of dollars annually.’ Coopera- 
tion between the Office of Statistical Stand- 
ards, the government clearing house for 
questionnaires and forms, and the Advi- 
sory Council has resulted in appreciable 
savings of time and money over the past 
15 years. The savings have resulted from 
reduction in the number of forms re- 
quired, elimination of certain question- 
naires when the information is available 
from other sources, etc. There are still, 


however, some 5,000 different federal 
forms which business firms and private 
citizens must complete. 

The Advisory Council on Federal Re- 
ports, established at the request of the Of- 
fice of Statistical Services (Bureau of the 
Budget) has as its sponsors a number of 
national organizations which include the 
U. S. Chamber of Commerce, National 
Association of Manufacturers, the Na- 
tional Industrial Council, the American 
Chamber of Commerce Executives, Ameti- 
can Trade Association Executives, the 
American Retail Federation, and Control- 
lers Institute of America. 

The work of the Council is done 
through committees and special panels, 
each acting in a different business field. 
Most of the work between OSS and the 
Advisory Council starts with OSS. If a 
government agency proposes a new survey, 
OSS asks the Advisory Council to help it 
assess the burden the project would im- 
pose. The matter is referred to a committee 
of the Council and in due course OSS re- 
ceives its answer. Occasionally, however, 
the Council takes the initiative in suggest: 
ing simplification of reports or eliminat- 
ing proposed questionnaires. 
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OFFICERS AND DIRECTORS OF LOCAL CONTROLS held a meeting in connection 


with the Conference. Chairman of this meeting was C. C. Lay, Chattanooga 


Midwestern/Southern Conference (continued from page 224) 


not in ratio to base pay or any other 
formula. 

2. In measuring performance, the ex- 
ecutive should have specific goals or objec- 
tives sect for him at the beginning of the 
year, and his performance should be 
measured against these goals for objec- 
tives. These goals need not be financial or 
statistical, but they should be the sort of 
thing that can be objectively appraised. 

3. The recipient must be told how his 
performance was appraised, and this per- 
formance must be related to the amount 
he receives. 

4. Only those who perform above 
average should get plus compensation. 

5. The man’s immediate superior 
should be consulted in reviewing his 
subordinate’s performance. He should sit 
in on the review of that performance when 
the bonus check is passed out. 

Mr. Wallace noted, in conclusion, 
that compensation must be more person- 
alized if it is to do the job. The plan will 
have to be designed for individuals rather 
than for the management team as a whole 
and the administration of the plan must be 
equally personalized and related to what 


the individual produces rather than to 
what someone thinks of the individual. 


CURRENT PROBLEMS 
IN LABOR RELATIONS 

Good labor relations cannot exist unless 
there is a relative equality in bargaining 
power and skill between management and 
labor, said Dr. Carroll R. Daugherty, 
chairman, Economics Department, North- 
western University, School of Commerce. 

There are two main alternatives to 
achieving equality of bargaining power, 
he said. “Either you reduce the national 
union’s strength down to that of the indi- 
vidual firm, or else you get the firms tc 
organize and present a united front to the’ 
national union, thus building up their 
strength to equal that of the union. The 
first course would mean that government 
would have to decree the breakup of na- 
tional unions. 

“The alternative means that employers 
would have to yield some freedom of de- 
cision to the group will in labor matters. 
This seems a small cost compared to the 
benefits achieved by group power—a con- 
clusion reached a long time ago by em- 


A VIEW OF THE BANQUET at the 1957 Joint Midwestern/Southern Conference 





ployers in the coal, pottery, apparel and 
certain other industries. It was reached in 
basic steel after 1951, and is being con- 
sidered seriously now in automobiles.” 

Dr. Daugherty opined that the product 
of such negotiations with unions would be 
more modest for all under association bar- 
gaining. It would give the united em- 
ployers enough power to demand success- 
fully that only a few general industry-wide 
matters like wage rates and hours be 
settled centrally, with local problems and 
issues being negotiated in decentralized 
fashion between single plants or firms and 
their own local union. 

Such a program, he believes, is the really 
fundamental answer to the problem of 
keeping costs within reasonable bounds, 
stabilizing companies’ competitive posi- 
tions, and minimizing inflationary pres- 
sures from the cost side. Its importance is 
enhanced by the merger of the AFL and 
CIO which means greater union strength 
and tougher bargaining for any employer. 

Other speakers were James E. Day, 
president, Midwest Stock Exchange, Chi- 
cago, Illinois, who discussed shareholder 
relations and Chester Lauck, executive as- 
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sistant, Continental Oil Company, Hous- 
ton, Texas, who spoke at the opening 
Juncheon. Three members of the manage- 
ment team of Bell and Howell—J. N. 
Latter, controller, Herman Stein, Jr., and 
W. P. Weber—presented a case history of 
management planning and control at Bell 
and Howell. The banquet speaker was 
Tom Collins, vice president, City National 
Bank and Trust Company, Kansas City, 
while the speaker at the closing luncheon 
was Millard K. Neptune, former presi- 
dent, Platte Pipe Line Company, Kansas 
City, and Sahara Petroleum Company, 
Cairo, Egypt. 

The conference opened with welcoming 
remarks by General Chairman Donald A. 
Robertson. The president of Controllers 
Institute, D. E. Browne, vice president of 
finance and controller, Lockheed Aircraft 
Corporation, Burbank, California, pre- 
sided at the banquet session. Board Chair- 
man Robert N. Wallis, vice president and 
treasurer, Dennison Manufacturing Com- 
pany, Framingham, Mass., presided at the 
closing luncheon. 

Other presiding officers were: Thomas 
M. Mott, vice president and controller, 
Republic National Life Insurance Com- 
pany, Dallas, Texas; Charles E. Ehrhardt, 
assistant controller, Anheuser-Busch, Inc., 
St. Louis, Missouri; J. Lowell Johnson, 
controller, J. A. Folger & Company, Kan- 
sas City, Missouri; Leland K. McFarland, 
secretary and treasurer, Kingwood Oil 
Company, Oklahoma City, Oklahoma; 
Grant H. Wier, comptroller, Common- 
wealth Edison Company, Chicago, Illinois; 
and William B. Harrell, comptroller, 
Louisville Tin and Stove Company, Louis- 
ville, Kentucky. 


Newspaper Controllers 


Spring Conference 

Standard procedures for classified ad- 
vertising revenue accounting and circula- 
tion revenue accounting will be outlined 
at the 1957 National Spring Conference of 
the Institute of Newspaper Controllers 
and Finance Officers. This will be the first 
major report to be made to INCFO mem- 
bers on the two-year project. It will be pre- 
sented on Monday morning, May 13, at 
the opening general session of the Con- 
ference which is being held at the Atlanta 
Biltmore Hotel, May 12-14. 

Subcommittee chairmen of the board 
will present outlines on the two subjects, 
led by M. P. McGill, comptroller, News- 
paper Printing Corp. for the Tulsa 
(Okla.) Tribune and World. Charles M. 
Hupp, general office manager, New York 
Herald Tribune, and George W. Mcln- 
erney, controller, Philadelphia Inquirer, 
will cover classified advertising revenue. 
R. A. Kortmann, controller and assistant 
treasurer, St. Paul Dispatch and Pioneer 
Press, and George D. Wolf, Jr., partner, 
Wolf & Co., Chicago, will discuss the out- 
line for circulation revenue accounting. 
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SPONSORED BY 





Rochester’s display of lilacs, which has 
won world recognition, will be at the 
height of its beauty during the time of our 
conference. We feel sure a visit to the lilac 
gardens at Highland Park will be most en- 


We should like to suggest a visit to the 
Eastman House, formerly the home of 
George Eastman, and now a museum of 
photography. 






IS LILAC TIME 


. oe JOLT KS pene 
“CONFROLLERS INSTITUTE 
MAY 16-18, 198% 


* ROCHESTER. N. Y. 


fe 


THE ROCHESTER Conwreot 


HOTEL SHERATON 


f rogram 
MAY 16 


Registration—11:00 a.m.-6:00 p.m. Reception and Cocktail Party for 
members and their ladies—5:00-7:00 p.m. 


MAY 17 


TECHNICAL SESSION—‘‘What Every Executive Should Know About 
Compensation"” Arch Patton, principal, McKinsey & Co. ‘Financial 
Public Relations” Lowell E. Pettit, manager of Investor Relations, Gen- 
eral Electric Co. ““The GM Approach to Return on Investment’ Henry 
W. Welsh, director of Operations Analysis, General Motors Company. 


Speaker: William Twaits, executive vice president, Imperial Oil Co., 
Toronto. 


TECHNICAL SESSION—‘Mergers and Long-Range Planning’ Wélliam 
P. Frankenhoff, partner, Wm. E. Hill & Co. “Supplementary Unemploy- 
ment Benefits” Richard Johnson, Ford Motor Company. 

BANQUET AND CONCERT—A concert will be presented by an orchestra 
of soloists selected from the famous Rochester Philharmonic and Civic 
Orchestras. 


MAY 18 


TECHNICAL SESSION—''A Case Study on Company Planning and Con- 
trol’ Milton Mengel, vice president, Product Planning; Willis Morgan, 
vice president, Marketing; Kenneth Tiffany, vice president, Finance—all 
of the Burroughs Corporation. 

Speaker: Dr. Dwayne Orton, educational consultant, International Busi- 
ness Machines Corp. 


May 16—(5-:00-7:00 p.m.) Reception at Hotel Sheraton for members 


and their ladies. MAY 17—(a.m.) Visit to historic Eastman House and 
Dryden Theatre; (zoo) Luncheon, Women's University Club; (p.m.) 
Tour of Rochester's world famous lilac display; (evening) Banquet and 


concert at the Hotel Sheraton. May 18—(noon) Luncheon at Hotel 
Sheraton. 


OF SPECIAL INTEREST TO ALL 


For those who wish, arrangements may be 
made for golf at Oak Hill Country Club, 
where the 1956 United States Open Golf 
Tournament was played, or at one of our 
other fine golf courses. 


For baseball fans, the Rochester Red 
Wings are scheduled to play the Toronto 
Mapieleafs in a night game on May 16 at 
Rochester. 








IN ROCHESTER 











At the Annual Meeting of Members of Controllers Institute 
of America held on April 25, 1957 in San Francisco, California, 
during the Western Conference, eleven members were elected 
to serve on the National Board of Directors for a three- 


year period beginning September 1 from the regions indicated. 


DIRECTORS 


CONTROLLERS 
INSTITUTE 





BURDETTE A. JOHNSON DAVID F. DEVINE 





WARREN M. MAULE 


L. KEITH GOODRICH EDWARD H. EATON 





EUGENE P. HEILES ALPHONSE J. MAYER 





CLAIBORNE H. JOHNSON THOMAS CHAMBERS 











A two-day seminar on “The Controller. 
ship Function” has been announced b 
the New York City Control of Controllers 
Institute of America, to be held May 
27-28, Vanderbilt Hotel, New York. 

Serving as co-chairmen and discussion 
leaders will be Vernon E. Cuneo, control- 
ler, Chemical Division of Food Machinery 
and Chemical Corporation, New York, 
and Leon C. Guest, Jr., controller, Sylvania 
Electric Products Inc., New York. 

Among the items on the announced 
agenda are: Organization for Profit Re- 
sponsibility and the Controller’s Function; 
Reporting Responsibilities and Proce- 
dures ; Integrated Data Processing—Its Ef- 
fect on Reporting and Control Tech- 
niques; Interrelationship of Costing 
Procedures to Management Decisions; 
Capital Management; and The Control- 
ler's Role in Contract Negotiation and 
Administration. 


Management School 
Opens in Spain 

The School of Industrial Organization, 
the first school in Spain to offer American- 
style postgraduate training in industrial 
and business management, has opencd in 
Madrid with American help. The new in- 
stitution is the outgrowth of a 1953 U. S.- 
Spanish agreement under which $166,600 
has been contributed by the International 
Cooperation Administration. In addition, 
about $105,650 in United States-owned 
pesetas have also been contributed toward 
the new institution. 

Under a contract between the ICA and 
the University of California at Los An- 
geles, four American professors will teach 
industrial management for terms ranging 
between one year and 18 months. In turn, 
four Spanish professors will study for 
eight months each at UCLA, where four 
other Spanish educators have already been 
studying. 

Eventually, the school of Industrial Or- 
ganization will have two branches, one 
for industrial production and the other 
for business administration. Entrance re- 
quirements, as set by U. S. and Spanish 
educational authorities, require the equiv- 
alent of an engineering or economic de- 
gree plus several years of experience in 
industry or business. 


Business Systems Conference 

The Wharton School of Finance and 
Commerce, University of Pennsylvania, 
will hold a conference on Advanced 
Business Systems, July 8-19, 1957. The 
first week, dealing with recognition,, 
selection and methods of analysis of 
business problems has 20 different ses- 
sions. The second week, dealing with 
managerial planning and control through 
information flow analysis and electronic 
equipment utilization, has 21 sessions 
plus a field trip. 
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Intensive Tax Training Program 


A spring intensive tax training program 
has been announced by the Tax Workshop 
School and it will be given in two eight- 
day sessions. The first session will start 
Tuesday, May 28, 1957 and will continue 
through Friday, June 17. During this ses- 
sion, these subjects will be offered: 


Federal Income Taxation I 
Federal Income Taxation II 
State and Local Taxation II 
Tax Analysis and Research 


The second session will start Monday, 
June 10, and will continue through 
Wednesday, June 19. During this session, 
these subjects will be offered: 


Federal Corporate Tax Practice 
Federal Income Taxation III 
Reorganizations and Liquidation 


Suggestions made by students who at- 
tended the fall 1956 intensive tax training 
program have been incorporated in the 
new spring program. These are the prin- 
cipal changes: 


Each session will be increased to eight 
days. 

Lecture-discussion seminars under the 
guidance of a tax teacher, with examples 
and class participation, will be scheduled 
for the morning periods (9:00 to 12:00 
a.m.) for a total of 24 hours. 

Workshop seminars under the guidance 
of an instructor or a panel group (depend- 
ing upon the subject) will be scheduled 
for the afternoon periods (1:00 to 3:30 
p.m.). At these meetings, students will 
consider practical tax problems, their so- 
lutions, and the rule or principle of taxa- 
tion involved. Workshop sessions will be 
held for a total of 20 hours. 

Curriculum and problems will be re- 
vamped to cater to the needs of the cor- 
porate tax man. 

The library (with more reading material) 
will be open weekdays from 3:00 to 9:00 
p.m. and Saturdays from 9:00 to 6:00 
p.m. 

A certificate, attesting to the successful 
completion of a subject, will be given to 
students who fully participate in the tax 
studies for which they have registered. 


For further information about the ses- 
sions, address inquiries to the Office of the 
Director, Tax Workshop School, 480 Lex- 
ington Avenue, New York 17, N. Y. 


TEI Annual Dinner Meeting 


The 13th Annual Dinner Meeting of 
the New York Chapter of the Tax Execu- 
tives Institute, Inc. will take place on 
Thursday evening, May 16, at the Waldorf 
Astoria Hotel, New York City. The guest 
of honor and speaker will be the Honora- 
ble Percival F. Brundage, director of the 
Bureau of the Budget. For tickets 
($20.00) write to Justus Poggenburg, 
Room 2205, 60 Wall St., New York 5, N.Y. 
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HOW XEROGRAPHIY and offset duplicating 
save $500,000 a year for 
the U.S. Army Signal Corps... Y 





Photo shows typical 24”x36” drawing. Subject is reduced onto offset paper master 
(right) by xerography to 11”x17” size for runoff of multiple copies on offset duplicator. 


The Army Signal Supply Agency, Phila- 
delphia, Pa.,is saving more than $500,000 
annually by the use of xerography and off- 
set duplicating in reproducing engineer- 
ing drawings for invitations for bids. 

Approximately 200,000 invitations are 
mailed each year to some 15,000 suppli- 
ers. Each invitation contains documents 
setting forth contractual conditions, spec- 
ifications, and drawings describing the 
item desired. 

Understandably, turning out the neces- 
sary paperwork duplicating and multiple 
copies of drawings is an important phase 
of procurement. Under the former meth- 
od, drawings varied in size from 8”x1014” 
to 24”x36”. Blueprints had to be hand- 
trimmed and hand-collated, and the con- 
sequent assembly of hundreds of sheets of 
different sizes necessitated special pack- 
aging for mailing. Requirements usually 
exceeded the Agency’s reproduction ca- 
pacity, thereby requiring other facilities 
and the loss of control. 

With XeroX® copying equipment, all 
drawings are reduced to standard 11”x17” 


Xerography copies anything writ- 
ten, printed, typed, or drawn. 
Same, enlarged or reduced size. 
Copies onto all kinds 
of masters—paper, 
metal, spirit, trans- 
lucent—for duplicat- 
ing. Copies line and 
halftone subjects. 






size onto offset paper masters, from which 
multiple copies are run off on offset dupli- 
cators using precut paper. The reduced 
size drawings are crisply sharp, easier to 
handle, can be collated by machine, and 
are 75% lighter in weight, thus reducing 
postage. 

For the Army Signal Corps’ dramatic 
mortar locator, the MPQ-10, for exam- 
ple, 65 suppliers were solicited, each re- 
ceiving 1,973 drawings or a total of 128,- 
245. The reproduction method formerly 
used would have required 250 manhours 
at a cost of $6,040. Using xerography and 
offset duplicating, job time was reduced 
to 107 hours and cost only $2,180. 

Let us show you with facts and figures 
how xerography is cutting duplicating 
costs in business, industry, and govern- 
ment for all types of paperwork dupli- 
cating. 


WRITE for proof-of-performance fold- 
ers showing how xerography is saving 
time and thousands of dollars for com- 
panies of all kinds, large and small. 


THE HALOID COMPANY 
57-20X Haloid Street, Rochester 3, N. Y. 


Branch offices in principal U.S. cities and Toronto 


HALOID 
XEROX 











BUDGETING 


Write for Information 
Financial statements which fairly de- 
McCORMICK & COMPANY scribe the operations of one company 


Consulting Management Engineers 5 ‘ 
Park Building Yonkers,N. Y. | may be misleading when used to make 


comparisons between companies or in- 
dustries, writes Oswald W. Knauth in 
the January 1957 issue of the Journal of 
THE PRESENT VALUE hme. Kee 
escribing the practice of compara- 
OF YOUR PLANT IS BEST tive analysis as “not only worthless but 
dangerous,’ Mr. Knauth, a former treas- 
DETERMINED BY A N urer of R. H. Macy & Company, presi- 
dent of Associated Dry Goods Corpo- 
ENGINEER'S APPRAISAL ration and a professor at Columbia 
University, points out that an accountant 
@ As Engineers and Architects for may be able to conform the reports of 
Industrial Plants we know construc- one company to a single system for year- 


; : af hcl to-year comparison purposes, but he 
; | constantly with 
tion costs. Dealing Y cannot make the reports of two or three 

















manufacturers of process equipment companies comparable to each other. 
our appraisal figures on contents The businessman-educator urges ac- 
are authentic. Let us prepare such countants to “educate the public to the 


fact that their reports are based on esti- 
mates,” and to explain fully the degree 
REPLACEMENT COST NEW and nature of these estimates. He warns 
+ aa that existing investor confidence in ac- 

Less Depreciation counting edie might turn to skep- 

Your inquiry ts solicited ticism if a serious business crisis should 
occur, and recommends that accountants 


do the following to dispel the generally 
LO C K WwW 0 0 D G R E E M E accepted “exactness” of financial state- 
ENGINEERS, INC. ments: 


an appraisal for you based on the 





41 East 42nd Street, New York 17 1. Reports be given in round figures, 
Boston 9, Mass. ® Spartanburg, S. C. stopping with the last significant 
figure. 
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% CONTROLLERS AND ACCOUNTANTS 
*& SYSTEMS EXECUTIVES AND ENGINEERS 


YOU are always in the market for new ideas in systems, 
procedures and industrial management techniques... 


Here is YOUR opportunity to use these increasingly important 
business tools... 


Return the coupon to us and we will send you, without obli- 
gation, informative literature and bulletins about the 1957 
International Systems Meeting to be held in Los Angeles, 
October 7,8 and9... 





A\. 


1957 INTERNATIONAL SYSTEMS MEETING 
629 SOUTH HILL STREET * LOS ANGELES 14 © TRINITY 3331 
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A NEW APPROACH T0 Improving Financial Statements 


No 


. Several estimates be given with each 
report, depending on various assump. 
tions. 

3. Quarterly or semiannual reports be 

prepared in very rough round figures, 

4. Costs be divided between “necessary” 

and ‘“‘voluntary”—those allocated to 

the current year, and those prepara. 
tory for future expansion, technical 
improvement or modernization. 


Mr. Knauth stresses his respect for 
the “remarkable improvement in accu- 
racy and philosophical insight of ac- 
countants,” but encourages them to pre- 
pare reports that the readers need, 
rather than confine themselves to his- 
toric techniques and patterns which do 
not mirror the ever-changing atmosphere 
of business practices. 

“The methods of accountants are nec- 
essarily rooted in the past. Their reports 
require continuity and similarity, com- 
parable and stable conditions. They can- 
not revise their principles with every 
wind that blows, but they also cannot 
remain unmoved by an_ earthquake. 
Management feels no obligation to ease 
the problems of accountants—rather it 
is for the accountants to accommodate 
their methods to the necessity of busi- 
ness. The principles and methods of the 
past are constantly found wanting and 
inadequate for the new solutions that 
are constantly required.” 


Charging Advertising Expenses 

To prevent items being wrongly 
charged to advertising, according to As- 
sociation Newsletter, the National Asso- 
ciation of Bank Auditors and Comptrol- 
lers and the Financial Public Relations 
Association have jointly produced a 
“white list’ of legitimate advertising costs 
and a “black list’’ of costs which do not 
come out of the advertising budget. The 
first includes such things as advertising 
space or time; direct mail; advertising aids 
and materials, and mechanical or produc- 
tion costs. Typical items on the “black 
list’”” are athletic teams, convention ex- 
penses, memberships, donations, tellers’ 
nameplates and subscriptions. A “grey 
list’”’ covers borderline items, such as an- 
nual reports, house magazines, Christmas 
currency containers and awards to em- 


ployes. 


Business Expectations 

Machine tool builders expect the 
industry's 1957 shipments to top $800 
million, well above 1955 and near the 
$886 million of 1956. New orders, how- 
ever, are expected to drop from 15 per cent 
to 25 per cent below the $924 million total 
of 1956 to between $650 million-$750 
million. 
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BUSINESS FORECASTING IN PRACTICE* 
Edited by Adolph H. Abramson and Russell H. Mack 


Reviewed by BENJAMIN CAPLAN 


Business forecasting in the postwar pe- 
riod has displayed many of the character- 
istics of a “growth” industry. Business is 
more forecast minded than ever before as 
attested by the large expansion in the num- 
ber of business economists and statisti- 
cians. Government economists in large 
numbers are busily occupied in scanning 
daily the economic barometers and issuing 
bulletins on the progress of the economy. 

There has been such a great prolifera- 
tion of economic statistics both in range 
and in frequency that merely keeping 
abreast of the data virtually requires the 
full-time efforts of a well-trained econo- 
mist and statistician. Yet, the common 
complaint of the forecaster is that there 
are great gaps in the available range of the 
statistics and that crucial ones appear too 
late to be fully useful. And finally, new 
techniques and approaches have been and 
are being developed with the objective of 
improving the quality of forecasting. 

Have these —_— developments im- 
proved our ability to forecast? 

How much closer ave we to the day 
when we can say that business forecasting 
is a Science? 

What are the techniques and methods 
most likely to succeed? 

How vital is forecasting to the decision- 
making process in business? 

W hat are the operative forces that make 
for changes in business conditions? 

Do we have to continue to worry about 
the problems of business cycles? 

In the light of these questions it was a 
happy idea of Mr. Abramson and Mr. 
Mack and of John Wiley and Sons to 
make available to the public the six case 
studies of business forecasts contained in 
“Business Forecasting in Practice.’’ The 
six studies are preceded by two chapters, 
prepared by the editors, dealing (1) with 


Business Cycle Theories; and (2) with 
Techniques of Forecasting. 

The case studies were prepared by six 
well-known business economists. Each 
economist presents one of his actual busi- 
ness forecasts prepared as part of his op- 
erations and accompanies it with an analy- 
sis dealing with the following: (1) His 
causal explanation of the business cycle; 
(2) his technique of forecasting; (3) the 
data used and their usefulness; (4) how 
the business forecast was related to a com- 
pany forecast; and (5) the impact of the 
company forecast on company operations. 

The six economists represent the fol- 
lowing industries: Two from retailing, 
Federated Department Stores (Silbert) 
and Jewel Tea Company (Tongue) ; two 
from manufacturing, General Electric 
(Watson) and Procter and Gamble 
(Wright) ; and two from finance, Stein, 
Roe and Farnham (Ross) and Union 
Service Corp. (Hubbard). Dr. Abramson, 
himself, is from SKF Industries. 

Three of the forecasts dealt with the 
1948-1949 recession, three with the 
1953-54 recession. It is interesting to note 
that though there were errors in details 
each of the forecasts was at least qualita- 
tively basically correct. More on this point 
later. 

Of the variety of techniques available 
such as time series, critical ratios, surveys, 
models, patterns of relationship, etc., no 
forecaster confined himself to a single one. 
In the main, however, two laid greater 
weight on what may be called the indicator 
approach (Hubbard and Wright), and 
four on the aggregative approach (Sil- 
bert, Tongue, Ross and Watson). The in- 
dicator approach concentrates on the 
movements of crucial sefies such as prices, 
new orders, etc., whereas the aggregative 
approach analyzes the major expenditure 
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components, government, investment, and 
consumption. As a practical matter, most 
of the forecasters used some combination 
of the two main approaches. 

Most of the writers agreed that many 
factors operate to bring about the business 
cycle, emphasizing that the word “cycle” 
is used in a qualitative rather than a math. 
ematical sense. One writer, Hubbard, 
found the monetary explanation the most 
satisfying; another, Silbert, emphasized 
the role of inventories; and a third, 
Wright, emphasized the role of wars. 

Each writer gave a rather detailed ac. 
count of the economic data available and 
some appraisal of what he considered the 
most significant. This section tended to be 
quite repetitious since forecasters move 
within the same matrix of data. Finally, 
there was some discussion of the relation 
of the general forecast to the company 
forecast and its impact on company opera- 
tions. The last sections of each study were 
the least satisfactory which reflects, no 
doubt, the problem of revealing company 
secrets. 

What conclusions can we derive from 
the book? 

First: Forecasting has become more 
elaborate and requires knowledge of a 
great amount of statistical information. As 
a notable exception to the elaboration of 
detail, Wright's case study may be men- 
tioned. It is written with austere simplicity 
and emphasizes relatively few factors. 

Secondly, and most important: Judg- 
ment is still the dominant element in the 
making of a forecast. As Silbert puts it (p. 
134): “In combining the forecasts of the 
separate key factors into an estimate of to- 
tal business conditions, judgment plays a 
more important part than a mathematical 
formula.” We are still seeking a scientific 
method of forecasting, i.e., one that is in- 
variant with respect to the forecaster. 

This very factor makes disappointing 
the fact that no forecaster analyzed why 
his judgment went wrong on details. In 
fact, it would have been most welcome 
had one wholly erroneous forecast been in- 
cluded in the book and the reasons for the 
error analyzed. If it were impossible to 
find such a forecast, then it would have 
been most illuminating to explain that 
situation. Could it be that business fore- 
casters form a fraternity whose members 
exchange views with one another and thus 
arrive at a correct consensus ? 

Third: There was little or no relation 
between a forecaster’s forecast and his 
views on the causes of the business cycle. 
The two seemed to be rigidly separated in 
idea-tight compartments. More fundamen- 
tally, there was little discussion of what is 
clearly the problem of our time: 


Have we at last gotten rid of business 
cycles in the prewar sense? 


* Published by John R. Wiley & Sons, Int., 
440 Fourth Avenue, New York 16, N. Y. $6.50. 
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Is it true that we have so strengthened 
our economy with built-in stabilizers and 
so changed the character of our economy 
to such an extent that all we need fear are 
mild recessions of the 1948-49 and 
1953-54 variety? 

How do we explain the fact that for ten 
years we have had only these two mild 

erturbations ? 

If this is true, what becomes of the rele- 
vance of general business forecasting? 


Unfortunately, no conclusion is ever 
certain in economics because lurking in the 
future there may always be a contradiction. 
These basic problems are not discussed in 
this book. These critical comments only 
make clear the basic importance of this 
book. For those who want to know how 
business forecasters operate in practice, 
this book is highly recommended. 


CASE STUDIES IN RECORDS 
RETENTION AND CONTROL* 


Detailed and analytical case histories of 
the experiences of 13 different companies 
who have established, or are in the process 
of setting up, records management pro- 
grams are outlined in this new study. The 


companies have been carefully selected to 


provide variety as to size, profit margin, 


| product and location. Their programs 


range from simple or formative to highly 
developed and staffed. 

The experiences of these companies will 
enable the reader to develop, or modify, 
the records retention program in his own 
company and to see how other companies 
answer perennial questions such as'the or- 
ganizational responsibility of a program, 
when consultants should be used, what in- 
formation is needed for a records inven- 
tory, special steps to protect vital records, 
and the types of equipment and layout for 
records storage. 





* Published by Controllership Foundation, 
-: Two Park Avenue, New York 16, N. Y. 
7.50. 


SUPERVISORY AND 
EXECUTIVE DEVELOPMENT* 


By Norman R. F. Maier, Allen R. 
Solem, and Ayesha A. Maier 


“The greatest need in all training pro- 
grams that involve the ability to relate 
with other people,” the authors state, “is 
the opportunity to practice without getting 
hurt or without hurting anyone.” This 
Ptactice is what the authors supply by 
means of suggested procedures, typical 
cases, and dramas that can be enacted by 
pertinent executive groups. When put into 
motion, these rehearsals provide the in- 
sight, ease, and good judgment for meet- 
ing the human interplay that actually oc- 
curs on the job. 
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The role-playing featured in the manual 
aims to reproduce in advance most of the 
important features of reality. The se- 
quence of cases, tested and used exten- 
sively in industry, education, and govern- 
ment, range from the simplest to the most 
complex. Several distinct casts of charac- 
ters and their differing points of view, are 
fully delineated for use in various skits. 
Detailed notes suggest the preparations 
needed for role-playing, the process itself, 
instructions for observers, the underlying 
motives to look for, and how to analyze 
them. 


* Published by John R. Wiley & Sons, Inc., 
440 Fourth Avenue, New York 16, N.Y. $6.50. 





ACCOUNTING TRENDS AND 
TECHNIQUES, 1956 EDITION* 


This is the 10th Annual Cumulative 
Survey of the accounting na sere of the 
annual reports of 600 industrial and 
commercial corporations to which are 
added excerpts from, and comments 
upon, unusual accounting treatments 
found in 700 additional reports. The re- 
ports analyzed are those with fiscal 
years ending within the calendar year 
Too. 


* Published by the American Institute of Ac- 
countants, 270 Madison Avenue, New York 16, 
N. Y. $15.00. 
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| | C2 € 
s 
General 1 | 20] 6 | 10,000 
2 20 | 16 11,000 
and 3 | 18 | 12 | 9,000 
4 | 20 | 10 9,000 
a z | 
Administrative 5 | 22 | 14 | 12,000 
6 18 16 13,000 
Expenses 7 | 16 | 18 | 10,000 
6 | 24] 6 8,000 
for 9 | 24 | 10 12,000 
10 | 16 | 14 11,000 
the | 26 | 10 | 411,000 
12 | 26 8 8,000 
Beta 13 | 22 | 4 | 10,000 
7 14 18 | 10 11,000 
Corporation is | 22 | 8 | 9,000 
16 | 20 | 14 | 11,000 
E .20¢ 30c, + 3000 


GENERAL AND ADMINISTRATIVE EXPENSE 


So far, we have established ways of forecasting expenses in 
Department 1 and Department 2, but we have not set up the 
computation for the general and administrative expenses. In 
Table 2, general and administration expenses for the Beta 
Corporation are shown for the past 16 months. The first col- 
umn shows c;, or the expenses in Department 1; the second 
column shows cs, or the expenses in Department 2; and the 
third column shows E, the general and administrative ex- 
penses. The question is how to relate these general and ad- 
ministrative expenses to the departmental costs c, and Co. 

Let us note from Table 2 that in the accounting periods 1, 
2, 4, and 16, departmental expenses for the first department 
are $20,000. In the same accounting periods, the departmental 
expenses in Department 2 vary, and are $6000, $16,000, $10,- 
000, or $14,000, respectively. We now prepare a graphical 
representation as in Figure 10. The small crosses show the 
variation in general and administrative expenses for those 
accounting periods where the departmental expenses in De- 
partment 1 are $20,000. We can approximate the general and 


FIGURE 10—General and administrative expenses—Beta Corporation 
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administrative expenses with the aid of a straight line as 
shown in Figure 8, and write 


= .30c, + 7000. (25) 

Let us now take the accounting periods 4, 9, 11, and 14. In 
these periods the departmental expenses in Department 2 
are $10,000. We prepare a diagram as shown in Figure 11. 
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This diagram represents general and administrative expenses 
for the Beta Corporation for those accounting periods when 
the departmental costs in Department 2 are $10,000. We can 
again approximate general and administrative expenses with 


the aid of a straight line and use the formula 
E = .20c, + 6000. (26) 


Such a formula is useful in forecasting general and adminis. 
trative expenses for a few accounting periods; that is, jt 


will work only when departmental costs in Department 1 are} 
$20,000, or when departmental costs in Department 2 are} 


$10,000. 


FIGURE 11—General and administrative expenses—Beta Corporation 
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FORMULA FOR ALL PERIODS 

The question now is, how can we get a formula that will 
handle all accounting periods? The first step in the prepara- 
tion of such a formula is shown in Figure 12. Here, the hor- 
izontal axis is the cost in Department 1, and the vertical axis 


FIGURE 12—General and administrative expenses—Beta Corporation 
(The number shows G&A expenses in thousands of dollars) 
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is the cost in Department 2. Each dot in Figure 12 represents 
one accounting period. Next to each dot is shown a number 
which gives the general and administrative expense for that 
particular accounting period. For instance, we notice in Table 
2, that in the fourth accounting period, departmental costs 
in Department 1 are $20,000, departmental costs in Depart- 
ment 2 are $10,000, and general and administrative expenses 
are $9000. This particular accounting period is pointed out by 
the arrow in Figure 12. A better geometrical representation 
of this situation is shown in Figure 13 where each accounting 
period is represented by a dot, but the general and adminis- 
trative expense is shown by a vertical rod with the length 
scaled to the general and administrative expense for each 
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FIGURE 13—General and administrative expenses—Beta Corporation 
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accounting period. We have now a dot in three-dimensional 
space corresponding to each accounting period, and our prob- 
lem is to express these data by a mathematical formula. A con- 
venient way to do this is shown in Figure 14, where the plane 
is adjusted so that it goes close to each of the dots in our 
three-dimensional space. We say that this plane approximates 
gencral and administrative expenses for the Beta Corporation. 


FIGURE 14—General and administrative expenses—Beta Corporation 
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With the use of analytic geometry, one can compute points on 
this plane with the aid of the following equation: 


E = .20c, + .30c2 + 3000. (27) 


CONSIDERATIONS IN COMPUTING 

This is, then, the equation that we use to forecast general 
and administrative expenses for the Beta Corporation. In 
the language of the statistician, we have here a regression 
equation between the costs c,, Co, and the expense E. A simple 
Computation shows that this equation includes as special cases 
the Previous equations where we computed general and ad- 
ministrative expenses under the condition that departmental 
costs in Department 1 were $20,000 or when departmental 








costs in Department 2 were $10,000. In addition, this formula 
allows us to forecast general and administrative expenses 
for any other accounting period. For instance, if depart- 
mental costs are $16,000 in Department 1 and $6000 in De- 
partment 2, then we can compute that the general and ad- 
ministrative expenses are $8000. 

Let us notice here that if departmental expenses in De- 
partment 1 go up by $1000, then general and administrative 
expenses will go up by $200. However, if departmental costs 
in Department 2 go up by $1000, then the general and ad- 
ministrative expenses go up by $300. This means, then, an incre- 
ment of expenses in Department 2 involves a greater increase 
in general and administrative expenses than an incremental 
increase in Department 1. 

Suppose the direct labor cost is $15,000 in Department 1 
and $5000 in Department 2, what would the general and ad- 
ministrative expense be? We have already computed that 
costs in Department 1 would be $23,500 and costs in De- 
partment 2 would be $9500. Therefore, from Equation (27) 
we find that the general and administrative expenses are 
$10,550. 

Our graphical representation shown in Figure 14 is some- 
what inconvenient because it is a three-dimensional repre- 
sentation. An alternate way of representing the general and 
administrative expenses formula is shown in Figure 15. The 
horizontal axis shows costs in Department 1, the vertical axis 
shows costs in Department 2. Each of the straight lines repre- 
sents a fixed general and administrative expense line for the 
Beta Corporation. For instance, we can see from the diagram 


FIGURE 15—General and administrative expenses—Beta Corporation 
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that if costs in Department 1 are $16,000 and costs in De- 
partment 2 are $6000, then the general and administrative 
expense is $8000. This is a more convenient graphical way 
of summarizing general and administrative expenses for the 
Beta Corporation. 


TOTAL CORPORATE COSTS 

Let us forecast the total corporate costs. This is done by 
adding the costs in Department 1, those in Department 2, and 
finally, the general and administrative expenses. If we denote 
by C the corporate costs for Beta Corporation, we have 


—¢q+a+E. (28) 

We can use our expression for the general and administrative 
costs, Equation (27), and get 

C = 1.2c, + 1.3ce + 3000. (29) 


This is the formula for forecasting corporate costs in the 
Beta Corporation. For instance, in the case mentioned before, 
(Continued on page 246) 
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Statistical Techniques for Financial 


Planning and Forecasting 
(Continued from page 245) 


costs in Department 1 were $23,500 and costs in Department 
2 were $9500. From Equation (29) we find that corporate 
costs for the Beta Corporation are $43,550. 

We can also express corporate costs with the aid of the di- 
rect labor cost by using our Equations (21) and (24). We 


get 


C = 1.2(1000 + 1.5L,) + 1.3(3000 + 1.3L,) + 3000 
(30) 


which can be written in the form 


C= 1.8L, + 1.69L, + 8100. (31) 
For instance, if direct labor in Department 1 is $15,000, and 
direct labor in Department 2 is $5000, the total cost for the 
corporation is $43,550 which, of course, agrees with the previous 
computation. 

We notice from our equation for the corporate cost that a 
$1000 increase in labor in Department 1 increases corporate costs 
by $1800. A $1000 increase in direct labor in Department 2 
increases corporate costs by $1690. We could say, therefore, that 
incremental corporate overhead is 80% for Department 1 and 
69% for Department 2. On the other hand, it follows from 
Equations (19) and (22) that the incremental departmental 
overhead is 50% in Department 1 and 30% in Department 2. 
Furthermore, we can’ see from Equation (27) that incremental 
general and administrative expenses amount to 20% for depart- 
mental costs in Department 1 and 30% in Department 2. Let 
us, however, remind ourselves that these incremental costs rep- 
resent only the variable part of overhead. As far as total costs 
are concerned, we must use our equations in full to take into ac- 
count the “fixed” part of the overhead costs. 


PROFIT PICTURE 

Let us look now at the profit picture of the Beta Corporation. 
First, let us forecast the revenue. Suppose Department 1 has such 
contracts that for each $1000 of direct labor, $3000 is billed. On 
the other hand, Department 2 collects only $2500 for each $1000 
of direct labor. In mathematical form, the revenue for the Beta 
Corporation is given by 


R = 3L, + 2.5L. (32) 
For instance, if direct labor is $15,000 in Department 1 and 
$5000 in Department 2, then the corporate revenue is $57,500. 
The gross profit is obtained by taking the revenue less the corpo- 
rate cost. Mathematically this can be expressed as 

P—R—C. (33) 
With the aid of our expressions for corporate cost and corporate 
revenue, this can be written as 





(1.8L; + 1.69L, + 8100) (34a) 


or as, 
P = 1.2L, + .81L, — 8100. (34b) 

A graphical representation of this profit is shown in Figure 16. 
The horizontal axis is direct labor in Department 1; the vertical 
axis is direct labor in Department 2. Along each of the straight 
lines the profit is fixed. For instance, if direct labor is $16,000 in 
Department 1 and $5000 in Department 2, then the profit is 
$15,000. We realize that an increase of $1000 of direct labor 
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in Department 1 results in an increase of profit of $1200, whereas 
the same increase in direct labor in Department 2 leads to ay 
increase of profit of $810. For instance, if management has to 
make a decision where to put an additional $1000 of labor, then 
this increase should be introduced in Department 1, as this will 
result in a higher profit. 


FIGURE 16—Profit for the Beta Corporation 
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ANOTHER METHOD OF PRESENTATION 

So far, we have used either graphical or mathematical repre- 
sentation to describe forecasting in the Beta Corporation. Now, 
we want to discuss another method of presentation which can be 
more convenient, particularly when the forecasting problem be- 
comes more complex. 


FIGURE 17—Cost and profit table for the Beta Corporation 
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In Figure 17 we show a description of the forecasting method 
for the Beta Corporation. Each accounting entity shown in the first 
column can be computed with the aid of the accounting informa- 
tion listed in the top row. For instance, the departmental expense 
in Department 1, e), is forecasted by taking $1000 and adding .5 
times the direct labor in Department 1, which is listed under the 
column L,. The departmental cost in Department 1 can be fore- 
casted by taking 1 times the direct labor cost in Department 1, 
L,, and adding it to 1 times the departmental expense e,. The 
way we forecast any accounting entity, as shown in the first 
column, is to take the numbers in the same row and multiply them 
with the proper heading shown in the top row. For instance, 
general and administrative expenses, E, can be computed by 
taking 3000 times 1 plus .2 times c, plus .3 times Co. 


Here, then, is a tabular representation that has the advantage | 


that it summarizes all our equations and computational methods. 
We shall see later that this sort of representation is particularly 
useful in more complicated forecasting problems. 


FORECASTING UNDER GENERAL CONDITIONS 

Before we leave our hypothetical Beta Corporation, we de- 
velop the forecasting system for a corporation of this type under 
more general conditions. We assume again that this type of cot- 
poration has two departments and, also, general and administra- 
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tive expenses, but we do not assume a particular rate of overhead 
in each of these departments or for the corporation. We say that 
expenses in Department 1 can be computed from the equation 


e; =a, + 5,1, (35) 

and expenses in the second department can be computed from 
€ = ap + bolo. (36) 

Departmental costs for Department 1 can be computed from 
qg=q+l=—a4+ (1+b)L (37) 

and departmental costs for Department 2 can be computed from 
Co = €p + Ly = ap + (1 + be) Lo. (38) 


General and administrative expenses are related to departmental 
costs with the aid of the formula 


E pee Aycy -- AsCo ao B. (39) 
Total corporate costs are forecasted by 
C=a+atE. (40) 


This can also be written as 
C=[(1 + bi) (1 + Ar) La + (1 + be) (1 + As) La] 
+ [B + ai(1 + Ai) + a2(1 + Az) ]- (41) 


We recognize here that the first term is the variable cost related 
to direct Jabor charges in the departments, and the second is a 
fixed cost term. We assume again that the customer is billed at a 
fixed rate for each direct labor charge. We say that this chargeable 
overhead rate is r; for Department 1 and re for Department 2. 
This means that total corporate revenue is given by 


R = (1 + 1)L; + (1 + fe) Le. 
The profit is computed by taking the revenue less the cost, or 
= R—C. (43) 


(42) 


This profit car. be written now as 


P=[(1+1) — (1+ 51) (1 + Ai) J Ly 
+ ce + f2) — (1 + be) (1 + Ag) |L2 
— [B+ a1(1 + a1) + a2(1 + As) ]. (44) 


We recognize that the first two terms represent the variable part 
of the profit, whereas the last term is a constant. This last equa- 
tion is a generalization of the profit equation shown by Equation 
(34b). 
# # * 

A good way of summarizing our many equations is presented 
in Figure 18. The rules of forecasting the accounting entities 
shown in the first column are again the same as in Figure 17. 
For instance, corporate costs, C, can be computed by taking 1 
times departmental cost, cy, plus 1 times departmental cost, Co, 
plus 1 times the corporate expense, E. This is a convenient means 
of depicting the cost accounting system in a corporation which 
is of the same type as the Beta Corporation. 


FIGURE 18—Cost and profit table for corporations similar to the Beta Corp. 
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BUDGETING AND FORECASTING IN THE 
GAMMA CORPORATION 


Now we know enough mathematics to consider a more com- 
plicated corporate structure. As shown in Figure 19, the Gamma 
Corporation has three divisions, and each of these divisions has 
several departments. There is direct labor and expense in each of 
these departments just as in the Alpha and Beta Corporations. 
In addition there are administrative expenses in each of the three 
divisions. Finally, we have general and administrative expenses 
on the corporate level. 


FIGURE 19—Organization chart for the Gamma Corporation 


| EXECUTIVE STAFF 
L DIVISION #2 
~ 


IDEPT. | JOEPT| | DEPT, DEPT.) |OEPT. L IDEPT. | |DEPT.| JOEPT. PT. 
, 2 3 4 5 |fAo™ 6 7 ~ 9 


COMPUTATION OF COSTS 

In order to develop a forecasting system, we follow the method 
we used in the Alpha and Beta Corporations. Let us say that in 
Department i, direct labor costs are L;. This is a new trick in our 
mathematical nomenclature. The small letter i denotes that our 
notation refers to Department 1, or Department 2, all the way up 
to Department 9—or, as the mathematician would say, i can take 
the value of 1 to 9. Then we can say that departmental expenses 
are to be forecasted with the aid of a straight-line formula, or 


Qj — a + b,L,. (45) 


Departmental costs are obtained by adding direct labor to ex- 
penses, and so we get 


q= e+ l= a+ (1 +5, )L. 


We now have the departmental costs for each of the depart- 
ments, and we can proceed to determine divisional expense, say, 
for the first division. It will be recalled that in the Beta Corpora- 
tion we did this sort of computation, but in that case we had 
only two departments, whereas here we have three. What is 
needed here is, in statistical terms, a “multiple regression analy- 
sis.’ The equation for the divisional expense gets more compli- 
cated and can be written in the following form: 


E, Acq - AxsCos +Agsc3 -- B,. 








— 


DIVISION #1 DIVISION #3 GENERAL AND ADMINISTRATIVE 























(46) 


(47) 


Total divisional costs are obtained by adding the departmental 
costs to the divisional expense. For instance, the divisional cost 
for Division 1 is given by the equation 


C Cy + Co + Cg + EF. (48) 


Quite similarly, we can develop divisional costs for Division 2 
and Division 3. 

The next problem is to develop an equation for the general 
and administrative expenses for the Gamma Corporation. These 
will be related to the divisional costs. Following our previous 
examples, we say that the general and administrative expenses 
for the Gamma Corporation can be forecasted with the aid of the 
equation, 

E,= Sy + £,C, - foC, + f3Cs (49) 
where f,, f1, fo, and fs are constants similar to the ones appearing 
(Continued on page 248) 
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in Equation (27). Corporate costs are obtained by adding divi- 
sional costs and general and administrative costs, or 


Cat, be eye (50) 


CORPORATE REVENUE AND PROFIT 

The corporate revenue can be computed by adding the revenues 
for each of the departments. We denote the revenue for Depart- 
ment 1 by R,, for Department 2 by Ro, and so on, and then 
express the corporate revenue by the equation 


(Cae +R, — Rs + 6 eo <> + Ry. (51) 


We again assume that each department bills its customers at a 
fixed rate of the direct labor and, therefore, we say that the 
corporate revenue is given by 


Re = (1 + %1)Ly + (1 4 2) Le + (14+ 18) La 
1 . +s aati 192) 


On the right-hand side we have 9 terms corresponding to the 
revenues in each of the departments. 

Finally, the profit for the Gamma Corporation is obtained by 
taking the corporate revenue less the corporate cost, or 


P, —R,—C. (53) 


CONCLUDING REMARKS 
It can now be seen that we have developed here a system of 
equations relating direct labor and expenses in the idealized cor- 
porations, Alpha, Beta, and Gamma. These equations form the 
basis of a forecasting system to be used in these corporations. A 
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Here's your chance: 
To find out how an outstanding company employs the 
basic principles of planning and control; 


To find out how these principles are put into an effec- 
tive coordinated operation; 

To use the Heinz Company techniques in your own 
business—the high degree of decentralization of 

management planning and control responsibility 

makes this case study of direct value to small and 

medium-sized businesses as well as to the giant 

ones; and 


To benefit from the experience of a company that has 
proved that profits are planned—not accidental. 
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MANAGEMENT PLANNING AND CONTROL: 


The H. J. Heinz Approach 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


NEW YORK 16, WN. Y. 


real business firm of medium size is currently adapting this fore. 
casting system to its financial planning. 

The main difficulty with the existing forecasting system is that 
it takes two to three months to complete a forecast and this is 
considered wholly inadequate for financial planning. The man. 
agement decided to review this forecasting system and consider 
the possibility of employing an electronic computer with the 
intent of shortening the preparation time of two to three months, 

After a brief study of the forecasting system, it appeared that 
there were so many individual decisions made in the course of the 
computations that it would have been impractical to prepare the 
forecast on an electronic computer. Consequently, it was necessary 
to look for some alternate method of approach. A careful analysis 
of the past accounting data made it apparent that the statistical 
regression analysis, described in this paper, was particularly 
suitable to the needs of this corporation. With an analysis of the 
past data, it was possible to select some major direct and indirect 
accounts which could be related by regression equations similar 
to the ones described in this paper. These equations were found 
sufficiently accurate to meet the forecasting needs of the corpora- 
tion. 

Application of these equations results in vast simplifications in 
financial calculations and reduces sharply the clerical labor re- 
quired. Furthermore, the equations can be programmed on an 
electronic computer, and consequently, the forecast can be pre- 
pared with the aid of a computer. Not only is it now possible to 
complete a forecast in a time period of two weeks, but the fore- 
cast can be prepared at substantially less cost. 

We believe that the budgeting and forecasting system herein 
described has many other applications in business and industry. 
We recognize though that the factors to be related in applying 
the regression analysis technique may vary in each individual case. 











This new sudy : 

“Management Planning and Control: The H. J. Heinz 
Approach” is the second in a series of case histories on 
management planning and control. The first case history 
in the series, a report on the General Electric Company 
entitled ‘Planning, Managing and Measuring the Busi- 
ness” was published in 1955.* Find out how you can 
apply the Heinz technique to your own business. 


SEND IN YOUR ORDER NOW 


$3.00 


($2.25 to members of Controllers Institute) 
* GE Stupy—$2.00 ($1.50 to members of Controllers Institute) 
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Here’s BIG BUSINESS Bookkeeping.. . 








The New MONROE President 


With its stunning new President model, Monroe introduces more than : ee ie 
Monroe establishes an entirely new aang a : ; ws tae 

i , for the first time, any business . — a 
“oni core price actually hundreds of ona ae than we ee a 
built right into every model in the President line. With the wes o a arte care 
payroll, cost control, accounts payable... all aaa — ve = S. 
price tag on this machine. Then put your own price tag on what mac 


accounting can do for you. Speed receivables by getting statements {fe 


out faster. Build prestige with neat looking records. Put credit data at 


your fingertips. Control your ON R d E 
work so it flows easily and See the MAN from M 


ri for CALCULATING 
always accurately. Write or ; p Q ee... 
telephone Monroe Calculating Machine Company, Inc. a itiieudiamn oe 
J shout the world. DATA PROCESSING MAC 
‘ : Orange, N. J. Offices throug 
General offices g o 











Biamingham, Alla. (RIGHT ABOVE) 


The Birmingham Control of Controllers 
Institute of America recently presented 
the University of Alabama’s Commerce 
School with a plaque to be awarded to an 
outstanding student. Carson Reeves, presi- 
dent of the Birmingham Control (center), 
is shown giving the plaque to Dean S. 
Paul Garner of the Commerce School. 
Looking on (/eft) is Acting President 
J. H. Newman of the University of Ala- 
bama. The plaque will be presented to the 
student who has done the most to promote 
cooperation and outstanding liaison be- 
tween the Commerce School and the busi- 
ness world. 


New York City (ert BELOW) 


Officers and trustees of Controllership 
Foundation, research arm of Controllers 
Institute of America, were snapped at a 
recent meeting of the New York City Con- 
trol while examining a display of news 





THE CONTROLLER 





clippings, articles and editorials based on 
recently issued controllership reports of 
the Foundation. 

Left to right are: L. C. Guest, Jr., con- 
troller, Sylvania Electric Products, Inc., 
New York; L. Keith Goodrich, vice presi- 
dent, McGraw-Hill Publishing Co., Inc., 
New York; R. B. Lewis, vice president 
and comptroller, Olin Mathieson Chemi- 
cal Corporation, New York; H. A. 
Ketchum, financial vice president, Federal 
Pacific Electric Co., Newark, N. J.; R. L. 
Dickson, vice president-controller, Walter 
Kidde & Company, Inc., Belleville, N. J., 
and A. L. Boschen, vice president and 
comptroller, Vick Chemical Company, 
New York. 

Mr. Guest and Mr. Lewis are Founda- 
tion trustees and members of its Execu- 
tive Committee. Mr. Goodrich is president 
of the New York City Control. Mr. 
Ketchum is president of Controllership 
Foundation, while Mr. Dickson and Mr. 
Boschen are vice presidents of the Founda- 
tion. 

ON FACING PAGE 


Chattanooga, Tenn. (RIGHT) 


Past presidents of the Chattanooga 
Control of Controllers Institute were 
photographed at the 15th Anniversary 
dinner meeting on April 6, together 
with the Institute’s national president, 
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D. E. Browne, vice president of finance 
and controller of Lockheed Aircraft 
Corporation, Burbank, California, and 
Paul Haase, managing director of Con- 
trollers Institute. 

Standing (left to right) are past presi- 
dents Cornelius Bolen (1947-48); E. S. 
Chodd (1949-50); National Director 
C. C. Lay (president, Chattanooga Con- 
trol, 1950-51); J. R. Wilkinson (1952- 
53); Glenn Stoutt (1953-54); C. W. 
Smith (1955-56). Seated (left to right) 
are W. A. Jeffords (1945-46); Mr. 
Browne; Mr. Haase; M. W. Morris (1946- 
47); and C. Callaway, Jr. (1948-49). 

In the group photograph Control 
members and their wives are shown to- 
gether with guests, including the vice 
president of Region IV of Controllers 
Institute, W. C. Jones of Birmingham, 
Ala., and Carson C. Reeves, a past pres- 
ident of the Birmingham Control. 


Harrisburg, Pa. \Be.ow) 


George A. Hewitt (/eft), vice presi- 
dent, National Association of Cost Ac- 
countants; Irving Yaverbaum (cewter), 
president of Pennsylvania Institute of Cer- 
tified Public Accountants; and I. Wayne 
Keller (right), director of the Philadel- 





phia Control of Controllers Institute and 
controller of Armstrong Cork Company, 
Lancaster, Pa., were snapped at the 60th 
anniversary meeting of the Pennsylvania 
Institute of Certified Public Accountants, 
recently held at the Penn-Harris Hotel in 
Harrisburg, Pa. Mr. Keller represented 
CIA at the gathering. Wilbert A. Walker, 
vice president and comptroller, United 
States Steel Corporation, New York, ad- 
dressed the dinner meeting on “New 
Challenges for Our Profession.” 





iL] LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 








Cincinnati, Okie (BtLow) 


Students majoring in finance and ac- 
counting at the University of Cincinnati, 
Xavier University and Miami University 
were guests of the Cincinnati Control of 
Controllers Institute at a dinner meeting 
on April 9 at Reid Hall of Miami Univer- 
sity. They heard a discussion of the duties 
of the modern corporate controller, pre- 
sented by a panel of members, as arranged 
by Ronald Jeanmougin, chairman of the 
Education Committee of the Control. Par- 
ticipating on the panel were the Control's 


president, William G. Barth, vice presi- 
dent and controller, the Cincinnati & 
Suburban Bell Telephone Co., as well as 
the members pictured (left to right): 
Walter A. Smith, manager, Administra- 
tive Services, Formica Corporation, Cin- 
cinnati; Donald F. Walker, treasurer and 
controller, Liebel-Flarsheim Co., Cincin- 
nati, and Edwin J. Walter. controller and 
assistant treasurer, the Osborne Kemper- 
Thomas Inc., Cincinnati. Education Chair- 
man Jeanmougin, controller-assistant sec- 
retary, the Vulcan Cincinnati, Inc., is at 
the extreme right in the photograph. 
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CONTROLLERSHIP SEMINAR IN CHICAGO 


A two-day seminar on controllership, 
sponsored by the education committee of 
the Chicago Control of Controllers Insti- 
tute was held March 5 and 6, 1957, at the 
Moraine Hotel, Highland Park, Illinois. 
This seminar, following the pattern of the 
one held in 1956, featured such subjects 


as financial training, IDP, project cost ac- 
counting, organizational and personnel 
problems, systems and procedures, budget 
administration, internal auditing, as well 
as current problems of interest in corpo- 
rate accounting functions. Each session 
had either a panel or a moderator to lead 


the discussion but all members of the sem- 
inar were encouraged to contribute their 
thoughts and questions. The reaction of 
those attending the seminar was uni- 
formly enthusiastic and all members in- 
dicated that the idea of the seminar should 
be continued. 





Improved Accounting in 


The Eighth Annual Progress Report 
under the Joint Program to Improve Ac- 
counting in the Federal Government cov- 
ers the period January 1, 1956 to Septem- 
ber 30, 1956. Included in the report are 
representative activities in which the three 
central agencies (General Accounting Of- 
fice, Budget Bureau and the Treasury) 
furnished joint leadership in the govern- 
ment-wide aspects of the improvement 
program, and other matters of govern- 
ment applicability and significance. 

The report points out that Public Law 
863 and other financial management leg- 
islation were enacted in 1956 to carry out 
recommendations of the Hoover Com- 
mission for the modernization of budget- 
ing and accounting practices of the Gov- 
ernment. Internal organizational changes 
and strengthening of the Bureau of the 
Budget provided more active leadership 
within the executive branch in the devel- 
opment of needed improvements in the 
agencies. A program has been started, the 
report says, to develop a time-phased plan 
in each executive agency for the installa- 
tion and maintenance of better financial 
management practices. 

Other general developments listed in 
the report concerned central accounting 
and recording as well as budgeting. The 
central accounts and certain reports of the 
Government were expanded to include 
cash assets and related liabilities for such 
items as bank balances which govern- 


the Federal Government Cited in Report 


ment corporations maintain in commercial 
banks, deposits in transit, imprest and 
cashier funds, and outstanding checks, etc. 
The 1958 Budget Document, prepared in 
1956, contains cost-based budgets for 46 
appropriations, an increase of 42 over the 
previous year. Such budgets are based on 
accrual accounting systems used by the 
agencies. 

In the field of electronic data process- 
ing, the General Accounting Office initi- 
ated a survey, to be completed in 1957, of 
the present and planned use of such sys- 
tems. The inventory compiled from the 
survey, the development of criteria to be 
used in the future application of electronic 
methods, and analysis of the effect of this 
new medium on existing operations and 
requirements will be coordinated by the 
General Accounting Office, the Bureau of 
the Budget, and the Treasury Department 
under the Joint Accounting Program. 

Actual EDP applications cover opera- 
tions in several different agencies. The 
Treasury started the first phase of an elec- 
tronic system for processing the payment 
and reconciliation*of 350 million checks 
annually in August 1956. Complete ap- 
plication is scheduled for 1957. 

The Bureau of Old-Age and Survivors 
Insurance installed an electronic data- 
processing machine and related equipment 
in 1956 for the maintenance of 100 mil- 
lion accounts on magnetic tape and the 
electronic production account data. 
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Payroll processing operations in the 
FBI have been converted to EDP and the 
Post Office Department is developing 
plans to convert its mechanized Postal 
Money Order System to an_ electronic 
data-processing system. 

The Army signal corps has installed an 
EDP system in its inventory management 
program and in some Defense Depart- 
ment activities programs are being studied 
for the application of electronic equip- 
ment to entire accounting processes in- 
cluding payrolls, inventories, costs, billing 
and general accounting. 

Examples of individual agency progress 
in improved accounting procedures are 
given in Part II of the Eighth Annual 
Progress Report. Highlights of these 
agency reports include the following 
items: 

The Bureau of the Census has installed 
a revised accounting system on a cost 
basis, and has made revisions in its budget 
structure resulting in a simplification of 
the allotment pattern and a more consist- 
ent classification in programming, budg- 
eting, accounting and reporting. 

Over 40 Finance and Accounting Of- 
fices were established in Army installa- 
tions, bringing the total number of such 
offices to 263. In the Department of the 
Navy, five additional classes of material 
amounting to approximately $800 million 
were included in the Navy Stock Fund. 

The Department of the Air Force has 
extended the Depot Maintenance Man- 
agement Improvement Program, tested at 
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one depot last year, to nine other depots 
and the general pattern has shown an in- 
crease in productivity of about 30 per cent. 

Dollar savings claimed by the various 
agencies to be attributable to improved 
accounting programs included the follow- 
ing items: , 

The General Accounting Office esti- 
mates it will eventually save $600,000 a 
year by releasing or reassigning personnel 
who have been working in claims settle- 
ment. The Department of the Army saved 
$1.5 million through improved manage- 
ment and related accounting and cost con- 
trol systems at locations financed by in- 
dustrial funds. The Department of the 
Navy also reported savings of about $1.5 
million at similar Navy locations. 

An improved procedure for certifying 
earnings for disability claims in the Bu- 
reau of Old-Age and Survivors Insurance 
will save $62,000 annually. Immediate 
savings of $147,000 resulted from im- 
proved procedures relating to eight mil- 
lion accounts of the Bureau of Old-Age 
and Survivors Insurance; annual recurring 
savings of $28,000 are estimated. 

Improved check preparation processes 
in the division of disbursement, Treasury 
Department, resulted in savings in excess 
of $100,000 during 1956 and annual sav- 
ings of about $25,000 are estimated to re- 
sult from improvements in accounting for 
transactions of disbursing officers in for- 
eign areas. 

Finally, improvements in accounting 
for public debt transactions in the Bureau 
of the Public Debt will make possible an- 
nual savings of $36,500. 


Universal Par Clearance 


Now'Before Congress 


The Omnibus Banking Bill, introduced 
by Senator Robertson and pending before 
the Senate Banking Committee, would ex- 
tend the par clearance provisions of the 
Federal Reserve Act to all insured banks 
under the FDIC, whether members of 
the Federal Reserve System or not. Since 
most banks in the country are members of 
FDIC, this would in effect amount to a 
provision for universal par clearance. 

At present, there are more than 2000 
banking outlets in the country who allow 
only 90 or 95 cents on the dollar (or de- 
duct $1.00 to $1.25 per thousand for 
larger amounts) on checks to out-of-town 
points, even though their depositors pay 
and intend payees to receive—the full 
amount. Total losses to creditors each 
yeat from these hidden charges are esti- 
mated to be well up in the millions. 








APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


— 6 CHURCH STREET ATLANTA 
ILADELPHIA ay CHICAGO 
7 EW YORK, N.Y. CHICAGO. 
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Which of these 
Filmsort Cards is used 
for Personnel Records? 
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with D Aperture 
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3 x 5 model E Jacket 
with 16mm chambers 
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3 x 5 card, D Aperture 
for 35mm film 
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Pacer eit 


tion and enlargement copying of 


cards shown here represent several 
different Filmsort systems for con- 
verting microfilm into an active record 
medium. Here'are Aperture cards for 
engineering drawing control in large 
or small companies; a card for filing 
one to four documents on 16mm 
microfilm; a 16mm Jacket card for 
multiple document files. 


Jacket is ideal for most personnel 
records. Up to 30 documents filmed 


* SEE ANSWER BELOW 





FILMSORT is the original, most com- 
plete and most versatile group of 
systems for filing, sorting, reproduc- 


at a 22x reduction can easily be filed 
in a single card indexed alphabeti- 
cally or numerically for incorporation 
in an active card file. The material is 
greatly condensed, yet readily avail- 
able for reference in a card reader 
without removal from the Jacket. 
Enlargement prints can be made di- 
rect from the film if required—and it 
is simple and practical to add to the 
file at any time subsequent to the ini- 
tial filming and microfilling process. 


microfilmed records of all types. 
The Filmsort Aperture and Jacket 


One—or more—of the Filmsort 
systems for unitized microfilm will 
answer your records problems. For 
complete information on Filmsort 
Unitized Microfilm Equipment and 
Supplies, see your local Filmsort 
distributor. 


*The 3x5 16mm Model E Filmsort 


DIVISION OF 
DEXTER FOLDER COMPANY 
A Division of Miehle Printing Press and Mfa. Cos 
Pearl River, New York 
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Records Retention and Control 

Case studies of the experiences of 13 
companies in records management are out- 
lined in a new study to be released by 
Controllership Foundation, Inc., research 
arm of Controllers Institute. 

The companies selected vary as to size, 
location, profit margin, and _ products. 
Their records management programs range 
from simple or formative to elaborate and 
highly staffed. 

The experiences of these various com- 
panies can enable one to develop, or mod- 
ify, the records program in his own com- 
pany to suit individual needs and 
problems. The experiences of the 13 com- 
panies will help answer perennial ques- 
tions in records management such as: 


Which department should have respon- 
sibility for a program? 


pose 


i 


A new, more 
comfortable chair 
for cashiers and 

draftsmen 








At last, solid comfort and posture 
support ina “high” chair! Big, soft, 
foam rubber cushioned seat. Foam 
rubber cushioned backrest curved 
to snuggle into the small of the back 
and give firm support. Footring lo- 
cated for comfort and weld- r 
ed to frame for stability and 
safety. This chair is avail- 
able in three adjustable 
seat heights ranging from 
20"-24", 24"-28", 28”-32". 
Ask ycur Sturgis dealer to 
show you the No. 837 High 
Master. The Sturgis Posture 
Chair Company, Sturgis, 
Michigan. Address inquiries 
to The Sturgis Posture 
Chair Company, General 
Sales Offices, 154 East Erie 
Street, Chicago 11, Illinois. 
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When should consultants be used? 

What is the logical order for putting 
into operation a program of records man- 
agement? 


The experiences of the various com- 
panies will show what information should 
be compiled in taking a records inventory 
and will give guides as to the standards to 
be followed in appraisal and analysis of 
existing records. 

Other pertinent questions answered in 
the study relate to vital records and the 
special steps that should be taken to pro- 
tect them as well as the physical equipment 
necessary for records storage. 

Copies of “Case Studies in Records 
Retention and Control” are available from 


Controllership Foundation, Inc., Two — 


Park Avenue, New York 16, N. Y., at 
$7.50 per copy. 


This Electronic World 
The First National Bank of Atlanta has 
asked 11 leading electronic manufacturers 
for bids on a complete electronic book- 
keeping system. 
e 


Underwood Corp., manufacturers of 
the Elecom 125, has decided to concentrate 
on small-scale computers instead of giant 
ones. The change in accent will place 
added stress on the company’s Elecom 50 
computer, which sells in the $25,000 
range, and its Dataflo equipment, a system 
using punched paper tape. The 125 sells 
for more than $300,000. 


Monroe Calculating Machine Company, 
Inc., has announced a new duplex calcula- 
tor, the 88-N which includes the 
“memory” or accumulating dials as well as 
selective automatic division and_three- 
factor multiplication. 


IBM has announced the development of 
an electric typewriter designed for use as 
an input and output device for the data- 
processing field. The new typewriter auto- 
matically types at a rate of 120 words a 
minute and can be used in conjunction 
with computers as well as with measuring 
and recording instruments, scales and 
meters in such applications as engine test- 


ing, liquid flow through pipelines, produc. 
tion control, wind-tunnel research and 
others, to provide a visual record. The 
input-output typewriter is operated by q 
series of electromagnets and solenoids 
mounted beneath the keyboard. The mag. 
nets and solenoids act as receivers of sig- 
nals transmitted from the controlling de. 
vice, of computer, and automatically 
actuate keyboard functions of the type: 
writer. 


Aid to Education 

The California Bank, Los Angeles, 
California, has formed a scholarship pfo- 
gtam with participation by six privately 
endowed schools in the state of California, 
Scholarships are designed to assist deserv- 
ing young men in their junior and senior 
years who are planning to follow a busi- 
ness career. Selection of the scholarship 
recipient rests with the participating school 
and the schools were chosen on the basis 
of the number of graduates presently 
employed by California Bank. Each 
student selected will receive $500 during 
his junior year and $500 during his senior 
year toward the cost of his tuition. An 
additional annual cost-of-education grant 
will be given each school for each scholar- 
ship awarded. 


The United States Foundation, Inc., the 
aid-to-education foundation of U. S. Steel 
Corporation, has increased its donations 
for 1957 to more than $1.8 million com- 
pared with $1 million a year ago. The 
grants will go to more than 600 privately 
supported liberal arts colleges, universities, 
technological institutions and medical 
schools. 


Fringe Benefits 

Eastman Kodak Company has declared 
a wage dividend of about $35 million to 
its 50,800 employes. Eligible persons will 
receive $31.75 for each $1,000 of wages 
during the five years 1952-1956. 


Pension Funds 

Public and private pension funds now 
have reserves totaling more than $70 
billion, ten times more than in 1940. As- 
sets of these funds are being increased now 
at a rate of $6 billion annually. Some 15 
million persons are now drawing benefits 
under public or private programs, com- 
pared with three million in 1940. 


Stock Exchange Terminology 

A glossary, called “The Language of 
Investing,” has been issued by the NYSE. 
Containing the 240 “most commonly 
used” investment expressions the glossary 
is intended to make stock transactions 
more intelligible to the occasional investor. 
Many terms, such as “‘crash,” “watered 
stock” and “‘pyramiding” were omitted. 
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XUM 


Will your interests abroad go up in smoke? 


Could fire, lightning, explosion or wind threaten the security of your business 


/ overseas? Not if you are adequately insured through AFIA. 


For AFIA specializes in fitting protection to the individual needs of your 
business. It also specializes in seeing that your insurance meets the exacting 
requirements of liability, compulsory property insurance, and other strange 


‘laws of the countries where your risks may be located. 


To feel secure, be secure. Protect your overseas interests through AFIA 
—one of the largest and strongest organizations of its kind in the U.S.A. 























ES 


AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e¢ New York 38, New York 


CHICAGO OFFICE. . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
TYALEAS OPTIGCE. .. osicese cs 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
EOS ANGELES OPPIGE: < 6.0.05. 6 ic eccees 3277 Wilshire Boulevard; Los Angeles’ 5, California’ 
SAN FRANCISCO OFFICE. . Russ Building, 235 Montgomery Street, San Francisco-4,; California 
WASHINGTON OFFICE. ... Woodward Building, 733 15th Street, N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 
surety insurance companies_providing insurance protection in. foreign lands... 
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TOPRSMEN <<. 

Clarence A. Bickel has become presi- 
dent of his company, Robert W. Baird & 
Co. Inc., Milwaukee, Wis. Mr. Bickel is a 
past president of the Milwaukee Control 
of Controllers Institute. 


NEW CONNECTIONS .. . 

C. C. Combs recently became treasurer 
of Shell Oil Company, New York. .. . 
J. Sterling Davis is controller of Blaw- 
Knox Company, Pittsburgh, Pa... . 
George Ingram, Jr. recently joined Ray- 
theon Manufacturing Company, Waltham, 





MR. BICKEL 


Mass., as controller. . . . Lever Brothers 
Company, New York, has announced the 
appointment of Alan W. Drew and Wil- 
liam A. Saunders as assistant comptrollers. 


PROMOTIONS ... 

Willard A. Giddens has been elected 
vice president and treasurer of the Hupp 
Corporation and will move to the com- 
pany’s Cleveland, Ohio, headquarters. . . . 


MR. GIDDENS 


Theodore F. Gloisten recently became vice 
president and treasurer as well as chair- 
man of the Executive Committee of Amer- 
ican Home Magazine Corporation, New 
York. . . . Judson G. Hyde is now treas- 
urer-controller of his company, Sperry 
Products, Inc., Danbury, Conn. 

George J. Kelley was elected vice presi- 
dent-controller of Swank, Inc., Attleboro, 
Mass. . . . Alfred O. P. Leubert recently 
became vice president and treasurer as well 
as a director of his company, Old Town 
Corporation, Brooklyn, N. Y. . . . Frank 
G. Shattuck Company, New York, re- 
cently elected Wesley W. Lang treasurer. 


MR. LEUBERT 


Carl E. Nelson has been named treas- 
urer and controller of Union Steam Pump 
Company, Battle Creek, Mich. . . . The- 
odore R. Peary has been appointed con- 
troller of Ludlow Manufacturing & Sales 
Co., Needham Heights, Mass. . . . Wil- 
liam B. Peters was recently elected vice 
president and treasurer of J. I. Case Com- 
pany, Racine, Wis. 

William R. Phelan is now vice presi- 











CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, 
Two Park Avenue, New York 16, N. Y., before the first of 
the month to affect the following month’s issue. For instance, 
if you desire the address changed for your July issue, we 
should be notified of your new address before June 1. 
Be sure to include your postal zone as well as your old and 


new address. 
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MR. NELSON 





dent-treasurer of United States Fidelity g 
Guaranty Co., Baltimore, Md. . . . Rob. 
ert N. Wallis was elected vice president 
and treasurer of Dennison Manufacturin 
Company, Framingham, Mass. Mr. Wallis 
is currently chairman of the Board of Dj. 
rectors of Controllers Institute and served 
as national president, 1955-56; he is also 
a trustee of Controllership Foundation, re. 
search arm of Controllers Institute. . 
John C. Barrows, comptroller, American 
Surety Co., New York, has moved up to 
vice president. . . . Robert E. Kappauf 
is now comptroller of New York Cen. 
tral Railroad, New York. 


ADDITIONAL DUTIES FOR... 
Edward G. Rider, who is now vice pres. 
ident as well as comptroller of Citizens 
National Trust & Savings Bank of Los 
Angeles, Calif. . . . C. C. Herrmann of 
Wisconsin Power & Light Company, Mad. 
ison, Wis., who is now treasurer as well 
as vice president. . . . Mason Smith, vice 
president and treasurer, Whirlpool 
Corp., who has taken on the additional 
post of chairman of the Appliance Buy- 
ers Credit Corp., a finance company 


MR. WALLIS 


wholly owned by Whirlpool... .C. 
Frederick Rogge, comptroller Public 
Service Coordinated Transport, Newark, 
N. J., who has been made vice president 
and comptroller. 


NEW APPOINTMENTS .. . 

Edmund L. Grimes, president, Commer- 
cial Credit Company, Baltimore, Md., and 
a past national president of Controllers In- 
stitute of America, was recently appointed 
a trustee of Tax Foundation, New York. 


COMPANY CHANGES... 

Edwin F. Chinlund, former vice presi- 
dent of R. H. Macy & Co., Inc. and pres- 
ently chairman of its finance committee, 
has been named chairman of a financial 
committee recently set up by Western 
Union Telegraph Co., New York. Mr. 
Chinlund was a charter member of Con- 
trollers Institute of America and is a di- 
rector of Western Union. Walter E. Pud- 
ney has been named vice president of f- 
nance for Western Union. He had been 
an assistant vice president and assistant 
comptroller of the company. Andrew L. 
Love, formerly assistant comptroller, 
WU, has moved up to comptroller, suc- 
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MR. HOLM 


MR. HOYT 


ceeding William R. Drummond, vice presi- 
dent and comptroller, who retires after 
50 years of service. 

Fred F. Hoyt, vice president and treas- 
urer, Carrier Corporation, Syracuse, 
N. Y., has become vice president in 
charge of long-range economic plan- 
ning. Melvin C. Holm, vice president and 
comptroller, became chief financial ofh- 
cer and treasurer, succeeding Mr. Hoyt. 
leon C. Hutton, formerly executive assist- 
ant to the comptroller, became comp- 
troller. 


NEW DIRECTORS... 

Wendell S. Reid, controller of Wm. 
Wrigley, Jr. Company, Chicago, IIl., of 
his company. . . . Thomas W. Dinlocker, 
vice president and chairman of finance of 
SKF Industries, Inc., N. Philadelphia, Pa., 
of his company. 


RETIREMENTS .. . 

O. W. Brewer retired on April 30 as 
controller of American Gas Association, 
New York. Mr. Brewer was a charter 
member of Controllers Institute. He 
served as a national director and presi- 
dent of the New York City Control and 
was the Institute’s national treasurer 
from 1932 through 1948. 


HONORS TO... 

H. Oscar Donner, a retired charter mem- 
ber of Controllers Institute of America, 
who has been elected to life membership 
in the New York Lodge No. 1, BPOE. 
... J, Edward Greaves, city comptroller 
of Orlando, Florida, who has been des- 
ignated ‘Man of the Year’ by the Or- 
lando Chamber of Commerce. 


EXTRACURRICULAR ACTIVITIES . . . 


A. R. Seass, comptroller-treasurer, Ham- 
ilton Manufacturing Co., Two Rivers, 
Wis., served as vice chairman of the Com- 
mittee on Revenue Sources which recently 
presented its report to the 1957 Wisconsin 
Legislature. The Committee was charged 
with studying the long-range financial 
needs of the State and its subdivisions to 
ascertain major sources of revenue avail- 
able and present a definite program of tax 
Policy to the Legislature. . . . Gordon 


Fitzell, assistant treasurer and controller 
of American Lava Corporation, Chatta- 
nooga, acted as moderator and C. C. Lay, 
tteasurer and assistant secretary of the 
Wheland Company, Chattanooga, Tenn., 





MR. BREWER 


as a member of a vocational guidance 
panel on “Opportunities in Accounting” 
at the University of Chattanooga on April 
8. “Moving Up in Business—A Look at 
Managerial Accounting,” Controllers In- 
stitute’s career booklet, was distributed to 
interested students. 

William J. Pennington, business man- 
ager and controller, Seattle Times, Se- 
attle, Wash., was one of the speakers at 
the recent Western Regional Conference 
of the Institute of Newspaper Controllers 
and Finance Officers, of which he also 
served as general co-chairman. Robert D. 
Young, comptroller, the Oregon Journal 
of Portland, served as chairman of the 
Program Committee. . . . Joseph Grimm, 
Jr., controller, Thiem Products, Inc., Mil- 
waukee, Wis., served as discussion leader 
at a session on “Fundamentals of Budget- 
ing” in connection with Workshop #13 at 
the University of Wisconsin’s Industrial 
Management Institute on March 19. 

Among those scheduled to participate 
in the forthcoming regional conventions 
of the National Association of Bank Audi- 
tors and Comptrollers are NABA Presi- 
dent Steve H. Bomar, vice president and 
treasurer, Trust Company of Georgia, At- 
lanta; Frank R. Amon, vice president and 
comptroller, First National Bank of Ari- 
zona, Phoenix; Lyall Barnhart, vice presi- 
dent and comptroller, First National Bank 
and Trust Company, Oklahoma City; 
Merle V. Stone, vice president and comp- 
troller, American National Bank, St. Paul, 
Minn.; Hugh W. Fraser, Jr., vice presi- 
dent and comptroller, the Citizens and 
Southern National Bank, Atlanta, Ga.; 
and G. Edward Cooper, vice president, 
Philadelphia National Bank, Philadelphia, 
Pa. 

Volney Pratt, vice president and comp- 
troller, First National Bank of Portland, 
Oregon, will be one of the speakers at the 
forthcoming Western Conference of the 
National Association of Bank Auditors 
and Comptrollers in San Diego, Cali- 
fornia. His subject will be “Comptroller 
—Past, Present and Future.”. . . Among 
those participating in the Tenth Annual 
Accounting Conference of the A. & M. 
College of Texas, April 29-30, were: W. 
J. Crawford, assistant comptroller, Hum- 
ble Oil & Refining Co., Houston, Texas; 






ats 


MR. PENNINGTON 


MR. PEIRCE 


R. L. Ganter, divisional comptroller, Delco 
Appliance Division, General Motors Cor- 
poration, Rochester, N. Y.; and Lewis E. 
Frensley, comptroller, Magnolia Petroleum 
Company, Dallas, Texas. Mr. Frensley is 
a national director and vice president of 
Controllers Institute. . . . James L. Peirce, 
vice president and controller, A. B. Dick 
Company, Chicago, IIl., will address the 
annual conference of the National Society 
for Business Budgeting, which will be 
held in Chicago, May 23-24. Mr. Peirce’s 
subject will be “Control by Budget.” 





Obituary 





ROWLAND R. HUGHES, 61, died re- 
cently at the Christian Science Benevolent 
Association Sanatorium in San Francisco. 
Mr. Hughes was one of the country’s out- 
standing students of public finance. He 
had been associated with the National City 
Bank (now The First National City Bank) 
for 37 years when he was called to Wash- 
ington in 1953 to serve as assistant direc- 
tor of the Bureau of the Budget; the 
newly created post of deputy director was 
given to him a few months later. In April 
1954 Mr. Hughes became the Director of 
the Budget and served the Eisenhower 
Administration in that capacity until his 
resignation a year later. 

Mr. Hughes was a member of Control- 
lers Institute and served as chairman of its 
National Committee on Federal Taxation 
in 1952-53. He was active also as a mem- 
ber of the tax committees of the Foreign 
Trade Council and of the Council of the 
State Chamber of Commerce, as well as 
the American Bankers Association’s com- 
mittee on the excess profits tax. 
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ONSUMER BUYING POWER in the 
& economy as a whole is the principal 
economic indicator used in business fore- 
casting, according to an American Man- 
agement Association survey. More of the 
companies included in the study—whcther 
their products are consumer goods, indus- 
trial goods, or services—watch consumer 
buying power than any other single indi- 
cator. And most of the responding execu- 
tives rank it even higher than trend fig- 
ures in their own industries. 

The results of the AMA study are re- 
ported in a research report entitled, ““Com- 
pany Organization for Economic Forecast- 
ing: Keeping Informed on the Business 
Outlook.” It describes how chief execu- 
tives of typical businesses keep informed 
on economic trends and also attempts to 
show how economic data may be used in 
practical business planning. 

The report is based on a two-part study, 
a detailed mail survey of 56 company 
presidents and a more intensive study of 
forecasting activities in 31 additional 
firms. More than half the organizations 
covered in the presidents’ survey are man- 
ufacturers of industrial goods; the others 
are divided equally between manufac- 
turers of consumer goods and such serv- 
ice organizations as financial institutions, 
public utilities, and transportation compa- 
nies. About a third of them have more 
than 2,500 employes; about a third have 
fewer than 1,000 employes. 

The additional companies represented 
in the case study project are in a wide va- 
riety of businesses. Most of them are large 
firms with 10,000 or more employes and 
annual sales volumes of more than $100 








Factors in Business Forecasting 


million, selected because large companies 
are more likely to have staffs specifically 
assigned to business forecasting. 

Almost all the presidents who replied 
to the survey depend heavily on trade pub- 
lications and periodicals for information 
on business trends. However, in more than 
two fifths of the responding companies 
the job of forecasting is definitely as- 
signed to staff personnel. This practice is 
more common in large companies than in 
small ones and in service firms than in 
manufacturing firms. 

Preparation of business forecasts within 
the company is a relatively recent develop- 
ment. Most of the firms surveyed began 
to assign company personnel to prepare 
forecasts especially tailored to their needs 
within the past 12 years. In many of them, 
forecasting is not a full-time job; it en- 
tails primarily preparing digests of current 
economic data and predictions from 
sources outside the company. Neverthe- 
less, the fact that someone is appointed to 
do it is evidence of a growing manage- 
ment interest in economic forecasting and 
a more conscious attempt to keep up with 
national economic trends and industry 
cycles. 

The personnel assigned to forecasting 
most often report to general management 
rather than to heads of marketing, finance, 
or other functional departments. Often 
they report directly to the president. 

Next to consumer buying power, the 
survey respondents give the most attention 
to trends in their own industries—pur- 
chases, sales volume, and the like. These 
figures, usually less expensive to gather 
than those on the entire consumer market, 
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are particularly used by small companies 
and by industrial goods producers. Nearly 
as many firms, almost all of them indus. 
trial goods manufacturers, report that they 
study the business outlook of companies 
that buy from them. Population statistic 
also receive a great deal of attention. 

The area in which the results of fore. 
casts are most often used as a basis for 
management decisions is that of expansion 
—construction of new facilities, mergers, 
and acquisitions. Second most frequently 
mentioned is the closely related area of 
capital equipment purchases, both replace. 
ments and additions. Forecasts also affect 
company planning of budgets, production 
scheduling, financial programming, inven- 
tory levels, market expansion, product de. 
sign, cash flow, size of work force, and in- 
vestments. The chief value of forecasting, 
according to the companies included in the 
case-study part of the research project, is 
that it contributes to and stimulates coor. 
dinated executive planning. 

The new AMA research report #28 is 
available to members of the Association at 
$2.00 a copy and to nonmembers at $3.00, 
Copies are available from the publications 
sales department, American Management 
Association, 1515 Broadway, New York 
36, N. Y. 


Consumer Study 
Shows Optimism 


Most consumers see good times ahead, 
but the percentage who see a bright fu- 
ture is smaller than it was a year ago. Peo- 
ple are planning major expenditures this 
year to approximately the same extent as 
they were at the same time in 1956. A 
smaller percentage plan to buy houses, but 
more plan to make home improvements or 
repairs, and to buy furniture, major appli- 
ances and used cars. There is no change in 
the percentage planning to buy new cars. 

These are the findings of the Federal 
Reserve Board and the Survey Research 
Center of the University of Michigan in 
their 12th annual survey of consumer f- 
nances. The survey was made in January 
and February in 66 areas throughout the 
country covering some 3000 “spending 
units.” 

Other principal findings were: 

More people are saving; 75 per cent r¢ 
ported some savings this year, against 73 
per cent last year. 

The people who plan to make major ex: 
penditures generally expect to lay out 
more money in the process than they did 
in 1956. 

The percentage of those who think they 
are better off than a year ago is no differ- 
ent than the percentage who felt that way 
in the winter of 1956—40 per cent. 
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Responsibility Auditing 


(Continued from page 229) 


| ultimate responsibilities of as large a group 
of its employes as possible. In other words, 
a practical advance program of long- 
range job opportunities must be estab- 
| jished as a framework in which employe 
selection and promotion will be carried 
on. Obviously, promotion practices must 
be tied in with practices governing 
ay and merit rating. Improper methods 
of recruiting, selecting, assigning and 
promoting employes can become a seri- 
ous friction spot between employes and 
managers. Hence, an impartial examina- 
tion of personnel practices in this respect 
should be helpful to management in 
synchronizing the human factors in enter- 
prise with the physical factors. 

It would seem axiomatic that each enter- 
ptise will have a well-planned and co- 
ordinated program for developing its 
employes. Dynamic enterprise in a com- 
petitive society depends on the efficiency 
and growth of the totality of people who 
operate it. Notwithstanding, an appalling 
number of concerns still rely on hit-or-miss 
methods of job experience and fragmented 
instruction as a means of developing 
personnel. Especially in this age of com- 
plicated machinery and complex tech- 
niques is management compelled to give 
serious consideration to the training and 
development of its workers. A manager 
who would leave this to the expediencies 
of the moment would be short sighted 
indeed. 

A well-programmed combination of 
theoretical training and on-job experience 
should be worked out for each major func- 
tional activity in the enterprise. This plan 
should be developed within the frame- 
work of explicit company policy defining 
emphasis to be placed on over-all company 
operations, particular job skills, human re- 
lations, general business and economic 
education, and so on. There should also be 
a delineation of the broad media and 
methods to be used in training and de- 
velopment activities. 

The training and development of em- 
ployes is a continuous activity. Inde- 
pendent examination and review of this 
phase of employe relations should help 
management in assuring that to the extent 
practicable each employe is being con- 
tantly trained for and placed in the 
position or positions in which both he and 
the company will receive the maximum 
long-run benefits. 

Finally, the enterprise's methods and 
media of communicating its objectives, 
plans, decisions, and orders to employes 
should be subjected to periodic scrutiny 
and appraisal. Much of this communica- 
tion ts accomplished by front-line super- 
‘isors who have the closest day-to-day 
contact with employes. Independent test 
checking should be made of the methods 
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by which supervisors give orders or ex- 
plain company policies to workers, of their 
methods of planning work and assigning 
job duties, and ‘of the methods used by 
supervisors on job in instructing and de- 
veloping their subordinates. Additional 
communication is achieved in many com- 
panies through manuals, house organs, and 
pamphlets. Spot testing of the extent to 
which employes have access to and use 
these media can aid management in con- 
centrating on securing the most effective 
and economical combination of media for 
getting its message across to employes. 

To summarize, management should sur- 
round itself with as many objective bases 
as possible to assure recurring audit of key 
potential trouble spots in its relations with 
employes. Employes who are satisfied with 
job opportunities are likely to be efficient 
producers. A combination of objective 
analysis of employe relations and mutual 
understanding and trust on the part of 
managers and workers can go a long way 
in insuring long-run productive life for 
an enterprise. 


RESPONSIBILITY FOR 
GOOD BUSINESS CITIZENSHIP 

The modern trend toward what has 
been widely termed “social control” of 
business (with emphasis on group interests 
as contrasted with individual interests) 
makes it imperative that present-day man- 
agement overtly recognize and act upon its 
responsibility to society to conduct business 
enterprise as a good citizen. Business enter- 
prise is but one agency of society, albeit an 
important one, to be used for the advance- 
ment of the social order as a whole. 

Since business enterprise is the agency of 
society charged specifically with produc- 
tive use of resources, the responsibility of 
management to operate its —— in a 
way to insure long-term profitability and 
growth becomes a first and dual obligation 
to specific suppliers of capital and to 
society at large. 

Perhaps the second important phase of 
obligation to society is management’s duty 
to adequately explain to the public the 
nature and functions of business enterprise 
in a modern industrially oriented society. 
With a vital stake in the private enterprise 
system, business management, with few 
exceptions, has not distinguished itself in 
explaining or defending this system. This 
is not to say that management must be 
charged with the full blame for defection 
in this respect. Other informed segments 
of society have likewise been derelict. But 
business management collectively is the 
most influential single force in society. 

As mentioned earlier, it is axiomatic 
that the welfare of a society depends in 

(Continued on page 260) 
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large measure on the economic arrange- 


| ments under which it lives. Yet a vast seg- 





ment of the American public, judging by 


| the results of public opinion polls, is un- 


aware of the strengths and weaknesses of 
the private enterprise system. This void in 
informative alertness affords the enemies 
of the system their most persuasive 
weapons. Depending on emotion and 
abstract rhetoric, they attack, with some 
degree of success, the more obvious flaws 
in economic life under private enterprise. 

If private enterprise as it now exists is 
to continue to receive the blessings of 
society, then the public must be adequately 
informed of the manifold benefits it de- 
rives from business operations under this 
system. Managements have always oper- 
ated under changing physical conditions 
and changing ideas. In the circumstances, 
it behooves present managements to dili- 
gently search out new ways of examining 
the private enterprise system, of strength- 
ening its weaknesses, remedying its injus- 
tices, and selecting new modes to con- 
vincingly express to the public the old 
ideals of individual efforts and rewards. It 
is quite apparent that management cannot 
win its audience by singing the old songs 
of slogans and catch phrases no matter 
how pleasing the sound. 

A third phase of responsibility to the 
public is the obligation of management to 
see to it that its enterprise appropriately 
assists in the shaping of sound public 
policy. It is not enough for managers to 
participate in public policy through exer- 
cise of their voting privileges. Business 
managers have unique organizing, direct- 
ing, and controlling talents. These should 
be offered whenever practicable for the 
welfare of all the people. If managers fail 
in this regard they run the risk of operat- 
ing their enterprises under onerous or 
oppressive public policy which in the long 
run might sound the death knell of indi- 
vidual enterprise. 

The creation, direction, and control of 
the multibillion dollar public activities of 
today is big business indeed. Managers of 
private enterprise have made considerable 
advancement over their counterparts of 
publicly owned enterprise in the refine- 
ment of management philosophy and in 
devising and sharpening the tools of man- 
agement control. Wise business managers, 
in their enlightened self-interest, will put 
forth the extra effort of advising, counsel- 
ling, and even serving in temporary direct 
management capacities to help shape 
public policies and develop public ad- 
ministration under which all segments of 
society will have an equitable chance to 
grow and prosper. 

In summary, business management be- 
cause of its position and power in society 
has an obligation to operate its enterprise 


in the best long-run interests of the public 
at large. Part of this responsibility 1s dis. 
charged through profitable long-term bug. 
ness operations. Another part is accom. 
plished through objective explanation of 
the role and nature of the benefits cop. 
ferred on society by business enterprise, 
Assistance and counsel in the making of 
public policy and in public administration 
is another facet of discharge of the over-all 
responsibility to the public. Still another, 
not developed in this paper, is con. 
tribution by business enterprise tp 
other institutions in society such 4 
schools, religious organizations, founda. 
tions and research organizations, hos 
pitals, etc. These contributions can 
take the form of funds or services or 
both. If business managers appropriately 
prepare for acceptance and consummation 
of their obligations to the public at large 
they will have taken a long forward step 
toward insuring an environment in which 
economic activities can be continuously 
carried on in a form that serves the greatest 
needs of a progressive society. 


CONCLUSION 

The implications of modern enterprise 
for society are so comprehensive that the 
decisions made by managers of individual 
businesses can reach far beyond the 
immediate vicinity of the particular busi- 
ness units. Each business management has 
an over-all responsibility to make its enter- 
prise a good community of people and 
property, responsive to efficient fulfillment 
of the needs of diverse elements in society. 
The major groups affected are: (1) Sup- 
pliers of capital, (2) consumers, (3) em- 
ployes, and (4) the general public. 

This paper has highlighted the nature 
and content of management responsibility 
to each of the above-mentioned groups. 
There are, of course, reciprocal and cross- 
responsibilities involved but discussion of 
these is not within the purview of develop- 
ment of the subject. In addition, there has 
been presented the framework of a pattern 
or approach whereby business management 
through planned periodic internal and 
external audit of its major responsibilities 
can help assure its enterprise of long-range 
productive and profitable operation. 

Ability to foresee economic, social, polit- 
ical, and technological change and to con- 
structively adapt its enterprise to a chang: 
ing environment are hallmarks of efficient 
management. Management acumen and 
strength are doubtless the strongest req 
uisites of successful enterprise. 

A well-planned and executed objective 
audit of management's preparation for the 
control over the accomplishment of its 
major obligations can aid immeasurably in 
insuring that the enterprise will be con 
tinuously controlled by the deliberate 
planning and decisions of management 
and will not find itself through default 
subjected to decisions imposed from 
outside. is 
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